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CHAMBER  OF  COMMERCE 

OF  THE 

UMTED  STATES  OF  AMERICA 


REFERENDUM  No.  34. 

On  the  Report  of  the 
Spedal  Committee  on 
Taxation 


NATIONAL  HEADQUARTERS:  MILLS  BUILDING 

WASHINGTON,  D.  C. 


December  17,  1920 


BY-JUAWS 


ARTICUB  XUI 

^UBMl^SlOIS  OF  QUB&TlON« 


SscTZON  I.  All  subjects  ccNosiderai  or  acted  upon 
fay  this  Chamber  diaU  be  national  in  character,  timely 
in  importance  and  general  in  ap^cation  to  Imsiness 
and  industry. 

Section  2.  All  propositions,  resolutions,  or  ques- 
tions^ except  those  which  involve  points  of  order  or 
matters  of  persmal  privily,  shall  be  submitted  for 
action  in  writing  only  by  the  organization  members,  or 
by  the  National  Council,  or  by  the  Board  of  Directors: 
Provided,  That  by  consent  of  two-thirds  of  the  dele- 
gates present  at  a  meeting  a  subject  not  so  presented 
may  be  considered. 

Section  3.  When  an  organization  member  desires 
to  present  a  subject  for  the  consideration  of  this  Cham- 
ber it  shall  commit  its  proposals  to  writing  in  the  form 
of  a  resolution  duly  adopted  by  said  organization  or  its 
governing  body  and  forward  it  to  the  Secretary. 

It  shall  be  the  duty  of  the  Secretary  to  bring  diis 
subject  before  the  Board  of  Directors  by  mail,  or  at 
its  first  meeting;  whereupon  the  Directors  shall  decide 
whether  or  not  the  subject  is  of  national  character, 
timdy  in  importance  and  general  in  apfdication  to  busi- 
ness and  industry.  If  die  Board  of  DirectOTS  decides 
that  a  subject  submitted  by  an  organization  member  is 
not  of  national  character,  timely  in  importance,  and 
general  in  application  to  business  and  industry,  and 
should  not  therefore  be  submitted  to  the  membership 
for  consideration,  the  proposing  member  may  appeal 
from  the  decision  of  the  Board  to  the  National  Council 
at  any  meeting  of  that  body  or  by  mail  through  tlie 
office  of  the  Secretary.  Tf  the  National  Council  decides 
by  a  majority  vote  that  the  subject  should  be  referred 
to  the  membership  it  shall  be  incumbent  on  the  Board 
of  Directors  to  order  its  submission. 

Section  4.  If  the  eligibility  of  the  subject  has  been 
determined  the  Board  of  Directors  shall  decide  whether 
the  subject  shall  be  submitted  for  consideration  by  the 
Chamber  in  annual  or  special  meeting  or  by  refer- 
endum. 

SECTION  5.  RBPBRBNDUM.  A  subject  to  be 
lobmitted  to  referendum  diall  as  soon  as  practicable  be 


referred  to  a  committee  for  report  If  the  report  when 
received  is  in  proper  and  adequate  form  for  submission 
to  the  membership,  the  Board  of  Directors  shall  order 
it  to  be  incorporated  in  a  referendum  pamphlet  without 
committing  itself  m  favor  or  against  any  of  its  rec»m- 
mendations,  but  if  not  in  proper  and  adequate  form  it 
shall  refer  it  back  to  Ac  ccmmuttee  or  appoint  a  new 
committee  to  report  on  the  subject 

SsctiON  6.  Hie  referendum  pamphlet  shall  con- 
tain in  addition  to  the  rcfmt  itself  a  brief  of  the  major 
arguments  against  the  recommendatioos  of  the  com- 
mittee and  such  other  matter  as  the  Board  may  deem 
advisable.  If  the  subject  has  been  submitted  by  a 
member  <»-ganization,  said  organization  shall  have  the 
privilege  of  incorporating  in  the  pamjAlet  a  brief  of 
such  length  as  the  Board  may  determine.  The  pam- 
phlet shall  also  contain  a  ballot  upcm  whidi  the  mem- 
ber organizations  may  r^;ister  their  votes  respecting 
the  questi(»is  submitted. 

Section  7.  The  pamphlet  in  the  form  in  which  it 
is  approved  by  the  Board  shall  be  transmitted  to  each 
member  of  the  Chamber  in  good  standing  and  simul- 
taneously the  Secretary  shall  mail  a  copy  to  the  Na- 
tional Councillor  representing  each  organization  mem- 
ber. 

Section  8.  The  pamphlet  shall  be  accon^onicd  by 
a  notice  frcan  the  Secretary  that  eadi  organizalion 
monber  is  expected  to  rq;ister  its  vote  on  the  ballot  m 
writing  and  mail  said  ballot  to  reach  the  National 
Headquarters  witfiin  45  days  from  the  date  of  isauance 
of  the  pamphlet.  Eadi  organization  may  cast  om  such 
vote  for  each  delegate  to  which  it  is  entitled  in  the  an- 
nual meeting.  No  vote  shall  be  valid  unless  reodved 
by  the  Secretary  within  45  days  of  the  date  of  the 
mailing  of  the  pamphlet.  In  connection  with  its  vote 
each  organization  member  may  file  sudi  explanatkm, 
comment,  or  opinion  as  it  may  <fesire. 

In  forwarding  the  pamphlet  it  shall  be  the  duty  of 
the  Secretary  to  advise  each  organization  member  of 
the  date  on  which  the  right  to  rc^ster  votes  oiprea. 

{CnmUmmi  m  Umi  pmge  9/  c#Mr) 


X3  ^  Xii       O  "X" 

(To  be  detached; 

CHAMBER  01  COMMERCE 

Ul  Ml! 

UNITED  S  1  ATI 01  AMERICA 


N 


o.   


MILLS  Bl  !i  I)JN< 


To  THE  Secretary  ; 

Ifi'  -trr   Its   \  otC  tlJUTl  t(l(*  H  iir^t  1<  Tlv    -  ,    ;      ;  I,  ,  i  (  u   • ;,  ' 

ihe  earliest  date  prai  timhlf  to  ilie  Secrt-'a-;.  al  l':c  N'ati":  ,t   ,  :  .  . 

iii>  retcrenduin  is  taken  (ur        in^tru-.-txjn  and  giiiJ.iiJLe  <»!  i:.:  h-  ai  i    t  1>:i'.:  i-  u.  I'  .aUi^n  ..[  m.  x'.a- 
presentC'I. 


!  ■ 
/  it 


This  Bdllot  will  be  counted  only  if  received  dl   NaticRal  Ikudqiu^rJirs,  Mills  buildiiig, 
Wftshington,  D.     on  or  before  January  J 1 , 1 92 1 .  (See  By-Laws,  Article  XII!,  on  inside  of  cover. 


To  THK  Skcki-t  AK\ 


Sir 


\  Name  of  f  ('  k;:-,-  i/rttion  i 
is  a  mpml.fr  in  -  ...li  st.mdinK:  m  the  Ciiamuf.k  uf  C":;\[KKtK  i>h  iF»h  I 'mm:  ^. 


having  a  toi.il  im  nibr i^hip  of  is  cntiti'-.l  u, 

corded  as  noted  below : 


I  'J 


I 


li 


lii 


iV 


V 


VI 


The  excess-profits  tax  should  he  repealed. 


IN  FAVOR 


OPPOSED 


Revenues  now  derived  from  the  cxccss-jirohi  ^  t.ix  -ihcuui  .'/;r.i  r  *-.' 
from  taxes  on  incomes. 


IN  FAVOK 


Tb^T'  !.■/(/  .i/io  he  excise  taxrs  upon  \oinp  articles  \mJ 
hrst  titcvasity. 


IN  FAVOk 


OPPOSED 


Should  a  sales  tax  be  levied  instead  of  thv  tjA<  s  /r/r  ;.f/  ^  t-,  /  ; 
///  abo^e: 


IN  FAVOK 


OPPOSED 


S'-nuUi  snhs  tax  hr  hvtrd  tn  addition  to  such  taxes  .i.-c  nwr.ti-^".;! 
priJiio:^nions  II  and  ill  above? 


IN  FAVOK 


OPPOSED 


Members  von/;:;  m  ia\nr  of  qt:f^r'-  ■  ,M"  ■  ^  '  -i.  r:,:/j  I' 
indicate  below  ihe  type  of  sjir-  r.iv  r  ;-  ,     ..      j*  (votr 


(a)  A  Gen(i.il  Turnover  T.ix  Q 

(b)  A  Limited  Turnovrr  1  :*>  j  j 

(c)  A  Retail  S^les  Tax.  Q 

tOVERJ 


\N  rAVf;r 
'N lAVOK 


and  i' 


INTENTIONAL  SECOND  EXPOSURE 


Noii< 


(To  bt  detached) 
CHAMBER  OF  COMMERCE 

'  OF  THE 

UNITED  STATES  OF  AMERICA 

UrnXSKJlUHNG 

Washington^  D.      December  17,  1920 

To  THE  SeOttTAKY:  ' 

Your  organization,  as  a  member  of  the  Chamber  of  Commerce  of  the  United  StatSS  of  America,  is  requested  to 
register  its  vote  upon  the  questions  submitted  herewith  on  this  ballot,  which  is  to  be  detached  and  sent  by  registered  mail 
ike  earliest  date  practicable  to  the  Secretary  at  the  National  Headquarters*  Mills  Btiilduig,  Washington,  D.  C 

This  referendum  is  taken  for  the  instructioa  and  guidance  of  the  Board  of  Directors  in  iU  nctiaa  imoii  the  qncttioiu 
presented. 

By  ordtf  of  the  Board  of  Directors. 


Resident  Vice  President 


This  Ballol  will  be  counted  only  if  received  at  ^National  Headquaitei^  Milb  ffiilMhit, 
Washington^D. C»Mor before Jamiwy 31 J9^^  (SMBy4aiv8,AftlckXIII,MMa«f cm.) 


To  THE  Secretary 
of  the  Chamber  or  Commerce  of  the  United  States  or  Aucrica, 


1921 


Mills  Building,  Washington,  D.  C. 


Sn: 


The 


(Name  of  Organizatioii) 

ia  a  rncnAer  in  good  standing  in       CHAiim  of  Commercs  op  tnn  United  States  of  America,  and 

having  a  total  membership  of  U  entitled  to  voles.  It  desiies  diese  votes  to  be  re- 
corded as  noted  below: 


I 


II 


III 


IV 


V 


VI 


Tk0  m^MM-firoStB  tax  Mboold  be  npaaled. 


See  pages  6 
and  7 


IN  PAYOR 


OPPOSED 


Revenues  now  denved  from  the  excm-proBts  tMX  ghotUd  be  obtained  meinly  See  pagea  8 
irom  uxes  oa  iaeMnec.  and  9 


IN  FAVOK 


OPPOSED 


There  should  also  be  excise  taxes  upon  some  articies  oi  wide  use  but  not  of  See  pages  8 
Brxt  necexutf,  and  9 


IN  PAYOR 


OPPOSED 


Should  a  sales  tax  be  leried  iaxtead  oi  the  taxes  memioBed  in  proposals  Hand  See  pages  8-18 
///  above: 


IN  FAVOR 


OPPOSED 


Should  a  sales  tax  be  levied  in  addition  to  such  taxes  as  are  mentioned  in  See  pases  8-18 
propositions  11  and  HI  abwe? 


IN  FAVOR 


OPPOSKD 


Members  voting  in  favor  of  question  IV  or  question  V  above  are  asked  to 
indicate  below  tbe  type  oi  sales  tax  ib^y  advocate:  (rote  ior  one  only) 


(a)  A  General  Turnover  Tax, 

(b)  A  Limited  Turnover  Tax. 

(c)  A  Retail  Sales  Tax. 


Hj      in  favor 

U        IN  PAYOR  I 


Q 


IN  FAVOR 


See  page  8 
See  page  8 
See  page  10 


[OVERj 


There  should  be  a  moderate  and  graduated  undistributed-earaiDgs  tMX  on  See  pages 
coxpoxatiooM.  12-15 


IN  FAVOR 
OPPOSED 


VIII 


IX 


X 


XI 


XII 


XIII 


XIV 


XV 


See  pages  14 

Each  individual  stockholder  oi  a  corporation  should  pay  bis  own  normal  tax.        and  15 


IN  FAVOR 


0PP08KD 


laeoiDe  iroxn  muf  xtew  issues  of  securities  which  may  iamiultr  be  mmie  subject  See  pages 
to  iedersl  tMX  skoeM  he  iaMsiae.  16-19 


IN  PAYOR 


OPPOSED 


American  citizens  resident  abroad  should  be  exempt  from  the  American  tax.  See  pages  18 
upon  income  derived  abroad  and  not  remitted  to  the  United  States,  and  19 


IN  FAVOR 


OPPOSED 


ProSts  arisiag  from  sale  of  capitai  assets  should  be  allocated  over  the  period  See  pages  20 
in  wJucA  esraed  sud  taxed  at  the  rates  for  the  several  years  in  the  period,  and  21 


IN  FAVOR 


OPPOSED 


An  exchange  o#  property  of  a  like  or  similar  nature  should  be  considered  merely  See  pages  20 
as  a  replaemueaL  and  21 


IN  PAYOR 


OPPOSED 


Net  losses  and  inventory  losses  in  any  taxable  year  should  cause  redetermine-  See  pages  22 
tion  of  taxes  on  income  of  the  preceding  year,  and  23 


IN  FAVOR 


OPPOSED 


Ascertainment  by  the  government  oi  any  tax  based  on  income  should  precede  ^  pages  24 
payment. 


IN  PAYOR 


OPPOSED 


AdministraHon  oi  income  taxation  should  be  decenMised, 


See  pages 
24-26 


IN  PAYOR 


OPPOSED 


Attest: 


Signature  of  President  or  Secretary. 


INSTRUCTIONS 
to 

MEMBERS 

The  Board  of  Directors  of  the  Chamber  of  Commerce  of  the  United  States  has  adopted  the  following  instnic- 
tions  ftw  members,  and  directed  they  be  printed  in  connection  with  the  ballot 

I.  Each  ofganizatioa  monber  m  good  standing  may  cast  oae  vote  for  each  ddcgate  to  which  it  is  entitled  in  the 

> nniia^ ^T^^tollot  shall  bc  marked  by  entering  a  cross  or  the  number  of  TOtCS  to  whidl  the  organizstion  member 
ii  entitled  in  the  square  at  the  left  of  the  words  "In  faTor"  if  the  recommeiidltioii  it  Imred.  or  at  tfie  left  of  the 

word  "Opposed"  if  the  recommendation  is  opposed.  .  .j      .  ^         ^  .  . 

3  If  the  organization  member  desires  to  have  its  vote  recorded  as  divided  it  may  do  so  by  cntermg  the  vote 
to  which  it  is  entitled  in  the  squares  to  the  left  of  the  words  *'In  favor"  and  "Opposed"  in  such  proportion  as  it  sees 
fit.  The  totel  vote  in  the  two  squares  must  not  exceed  the  total  number  of  rotes  to  which  tite  orgntizatibn  member 
is  entitled 

4.  Fractional  votes  less  than  one-half  shall  not  be  entered.  If  so  entered  they  shall  on  the  canvass  be  car- 
ried to  the  nearest  whole  number. 

5  The  ballots  which  are  so  marked  as  to  be  clearly  intelligible  shall  be  counted.  Where  the  sum  of  the  numbers 
entered  in  the  squares  exceeds  the  total  number  of  votes  to  which  an  organization  member  is  entitled,  canvassers  shall  m 
no  case  attempt  to  divide  the  votes  but  shall  enter  them  as  In  favor*  or  "Opposed*  m  accordance  witii  the  ma$ceuy  vole 
shown  on  die  ballot. 


DUPUIC  ATB 


(Not  to  be  detached) 

CHAMBER  OF  COMMERCE 

OF  THE 

UNITED  STATES  OF  AMERICA 

MILLS  BUILDING 

Washington,  D.  C,  December  17,  1920 

To  THE  Secketary:  ' 

Your  organization,  as  a  member  of  the  Chamber  of  Commerce  of  the  llKrm)  States  of  America,  is  requested  to 
register  its  vote  upon  the  questions  submitted  herewith  on  this  ballot,  which  is  to  he  detached  and  sent  by  registered  mail  at 
the  earliest  date  practicable  to  the  Secretary  at  the  National  Headquarters.  Mills  Building,  Washington,  D.  C. 

Tbis  refemdnm  is  taken  for  the  instruction  and  guidance  of  the  Board  of  Directors  in  its  action  upon  the  questions 
Resented. 

By  order  of  the  Board  of  Directors. 


Resident  Vice  President 


TMs  Ballet  ^  bm  OMMted  only  if  received  at  Natieaai  Headqaartf>rs,  Mills  Building, 
WMhiagtem  D.C,eii  er  befere  January  31, 1921.  (See  By-Laws,  Article  XIII,  on  inside  of  cover.) 


To  THE  SeCRETARY  '  * 

of  die  Chauber  op  Commerce  of  the  United  States  of  America, 
Mills  Building,  Washington,  D.  C. 


1921 


Sir: 


The 


(Name  of  Organization) 

is  a  member  in  good  standing  in  the  Chamber  of  Commerce  op  the  United  States  of  America,  and 

having  a  total  membership  of  is  entitled  to. . . . , . ,  .votes.  It  desires  these  votes  to  be  re- 
corded as  noted  below: 


I 


11 


lil 


IV 


V 


VI 


The  excess-^o£ts  tax  should  be  repealed. 


See  page*  6 
and  7 


IN  FAVOR 


OPPOSED 


Revenues  new  derived  irom  the  excess-proms  tax  should  he  obtained  mainly  pagM  8 

irom  tmea  am  iBCMms.  and  9 


IN  FAVOR 


OPPOSED 


There  should  also  be  excise  taxes  upon  some  articles  of  wide  uae  hut  not  oi 
Brat  necessity. 


See  pages  8 
and  9 


IN  r AVOR 


OPPOSSD 


Should  a  sales  tax  be  levied  instead  oi  the  taxes  memtimsed  in  ^opasals  II  and    ^  P«8«s  S-18 

///  above: 


IN  FAVOR 


0PP08BD 


Should  a  sales  tax  be  levied  in  addition  to  jvcft  taxmt  as  are  mentioned  in  See  pagea  8-18 
propositiona  11  and  III  above? 


IN  FAVOR 


OPPOSED 


Members  voting  in  iavor  of  question  IV  or  question  V  above  are  asked  to 
indicau  below  t&«  type  of  sales  tax  tftejr  advocate:  (vote  for  one  only) 


(a)  A  General  Turnover  Tax, 

(b)  A  Limited  Turnover  Tax, 
(a)  A  Matail  Sshs  Tax. 


IN  FAVOR 


IN  FAVOR 


IN  FAVOR 


See  page  8 
See  page  8 
See  page  10 


Thue  should  be  a.  moderate  and  graduated  uadistiibuted-taxtdamt  «u  »a    Sw  Duea 

X2-X5 


IN  FAVOR 


OPPOSED 


VIII 


IX 


X 


Xl 


Xli 


XIII 


XIV 


XV 


£acA  iadMdoMl  stockholder  of  a  coiporation  should  pay  his  own  manmtl  tms.  ^^mmtu^ 


IN  FAVOR 


0PP08BD 


IN  FAVOR 


OPPOSED 


^encan  citizens  resident  abroad  should  be  exempt  from  the  AmericMn  tSK  See  paees  18 
upon  income  denved  mbroad  and  not  remitted  to  the  United  States.  Ld  19 


IN  FAVOR 


OPPOSED 


Proofs  arising  from  sale  of  capital  assets  should  be  allocated  over  the  poHod  See  mm  20 
in  which  earned  and  taxed  at  the  rates  for  the  several  years  in  the  periodT  madn 


IN  FAVOR 


OPPOSED 


An  ^change  of  ^operty  of  a  like  or  shnilar  nature  should  be  considered  merely 
OS  a  re^aeemeat  ' 


See  pages  20 
and  21 


IN  PAYOR 


OPPOSED 


Jfet  losses  and  inventory  losses  in  any  taxable  year  should  cause  redetermina-  See  pases  22 
tion  of  taxes  on  tneome  of  the  preceding  year.  andM 


IN  FAVOR 


OPPOSED 


Ascertainm^  by  the  government  oi  any  tmr  based  on  im^ome  should  precede 
payment. 


See  paces  24 
and  25 


IN  FAVOR 


OPPOSED 


Administration  of  income  taxation  should  be  deeenUaUsed, 


24-26 


IN  FAVOR 


OPPOSED 


Attest: 


Signature  of  President  or  Secretary. 


INSTRUCTIONS 

to 

MEMBERS 

The  Board  of  Directors  of  the  Chamber  of  Commerce  of  the  United  Stat*,  lis*  ..i^m^  .u-   -  . 

tions  for  members,  and  directed  they  be  printed  in  connection  with  the  ballot  ^  foflowmg  mstrtic- 

Aim^  M^^'^g'*'*^*'*"  ^  ^  '^'^'"^  ^'-^  <J«»^g^te  to  which  it  is  cntiUed  in  the 

2.   The  ballot  shall  be  marked  by  entering  a  cross  or  the  number  of  voto.  tr.  ti..     _  •  t 

is  entitled  in  the  square  at  the  left  of  the  wiwds  "fa  ftror"  SlTrS^omml^A?*-  •  r  *f  organization  member 
word  "Opposed"  if  the  recommendation  is  op^.  ^       recommendation  is  favored,  or  at  the  left  of  the 

to  wlih  It*  ifenS'tZTqna'r^t'lhl  l^ft'oTil  ^ds^^^^?-  S^U*'?  i'n°su^^  \ 

ried  to%hr"±"?^rre%,!imbe*"  ««t  fce  eme«d.   If  ,o  entered  they  shall  on  the  canvass  be  car- 

enterel-inThe'  s^:;"rl's  ^':^eV;he^ot^t;1,ero^votest^^^  Te^^l.^i  Ti^r' 


CHAMBER  OF  COMMERCE 
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Explanation 


THE  Board  of  Directors  in  au- 
thorizing submission  of  a  report 
to  referendum  neither  approves 
the  report  nor  dissents  Iroai  it.  In 
order  to  inform  the  members  as  fully 
as  practicable  on  the  subject  sub- 
mitted to  referendum  a  carefully  se- 
lected committee  is  appointed  to  an- 
alyze each  question  and  report  its  con- 
clusions.   The  purpose  of  the  refer- 
endum is  to  ascertain  the  opinion  of 
the  commercial  organizations  of  the 
country,  not  to  secure  the  approval  of 
the  recommendations  voiced  in  the 
report.  Only  the  vote  of  the  member 
organizations  can  commit  the  Cham- 
berof  Commerce  of  the  United  States 
for  or  ^[ainst  any  of  the  recommenda- 
tions submitted  by  the  committee  and 
until  such  vote  is  taken  the  report 
rests  solely  upon  the  authority  of 
those  who  have  signed  it. 
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REFERBMDUM 
on  the 

REPORT  OF  THE  SPECIAL  COMMITTEE  ON 


t 


Taxation 

STATEMENT  OF  QUESTION 


Questions  of  national  finance  have  had  attention  from  the  Chamber  of  Commerce  of  the  United 
3  States  from  the  time  of  its  inception.  During  the  wps  with  Germany,  methods  to  be  used  in  financing  the 
^  ivar  and  policies  in  taxation  were  repeatedly  submitted  to  the  membership  for  referendum  vote. 

In  1919  the  Board  of  Directors  authorized  the  appointment  of  a  committee  to  consider  the  policies 
the  country  should  follow  in  internal  taxation  during  tb.e  period  after  the  close  of  war.  To  this  committee 
have  been  referred  the  problems  and  suggestions  which  have  since  been  received.  In  January,  1920,  the 
committee  entered  upon  the  inquiries  which  have  now  resulted  in  a  fmal  rt-port.  This  report  the  Board 
of  Directors  has  ordered  should  be  submitted  to  referendum  vote  in  accordance  with  the  request  of  the 
Chamber's  Eighth  Annual  Meeting,  which  asked  that,  at  the  earliest  date  consistent  with  the  deliberation 
and  the  thought  appropriate  for  the  subject,  the  Committee  on  Taxation  should  present  a  "report  setting  out 
n  program  of  federal  taxation  for  the  immediate  period  of  readjustment,  and  that  this  report  be  submitted, 
in  the  customary  manner,  to  the  membership  for  a  referendum  vote.** 

The  membtrs  of  the  Committee  <m  Taxation  are: 

R.  G.  Rmn,  ChakmM,  Qiarieston,  S.  C. 
Arthur  Andkrscn,  Chicago, 
R.  G.  Elliott,  Chicago, 
John  H.  Gray,  Northfield,  Minn., 
Fred  R.  Fatrchild,  New  Haven, 
*  J.  Laurence  Laughlin,  Boston, 

Jesse  Istdor  Strains,  New  York  City, 
Thomas  B.  Stearns,  Denver^ 
Ernest  W.  Stix,  St.  Louis. 

For  the  greater  convenience  of  members  of  the  Chamber,  and  in  order  that  they  may  the  more 
readily  have  before  them  both  the  affirmative  and  the  ne^^ative  arj^uments  respecting  each  important  point, 
the  arguments  in  the  negative  are  in  this  pamphlet  printed  upon  the  paiire  directly  opposite  to  the  page  of 
the  report  to  which  they  refer.  This  arrangement  causes  the  pages  of  the  report  and  the  arguments  in  the 
negative  to  alternate.    The  contents  of  the  pamphlet  accordingly  are: 
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PERSONNEL  OF  COMMITTEE 


Rhett,  R.  Goodwyx,  Chairman:  Banker  and  manufacturer,  of  Charles- 
ton, South  Carolina;  president  of  Peoples  Nati<mal  Bank,  Oiarieston; 
fonnerly  president  of  the  Charleston  Otambcr  of  Commerce  and 
fonneiiy  piesidait  of  the  Ounnber  of  Commerce  ^  die  Ufutied  States. 

Andersex,  Arthur:  Accountant,  of  Chicago;  senior  partner,  Arthur 
Andersen  &  Co.,  certified  public  accountants;  profesior  of  acanrntanqr. 
School  of  CcMnmerce,  Northwestern  University;  member,  Cyctfiso 
Association  of  Commcice. 

Eluott,  R.  G.:  Manufacturer,  of  Chicaaio ;  an  official  of  the  Jaques 
Manufacturing  Company;  a  member  of  the  board  of  directors  of  the 
National  Associatimi  of  Credit  Men,  and  churman  of  Airt  or»MU«a- 
tion's  committee  oa  taxatron. 

FAlRCHfLD,  Fred  R.:  Economist,  of  New  Haven,  Connecticut;  professor 
of  economics  in  Yale  University;  formerly  member  of  the  Connecticut 
Commission  on  Taxation,  expert  in  taxation  of  United  States  Forestry 
Service,  and  tax  adviser  to  the  military  government  of  Santo  Donungo* 

Gray,  John  H.:  Economist,  of  Northfield,  Minnesota;  professor  of 
economics  in  Carleton  College  and  consulting  expert  of  the  Bureau  of 
Valuation,  Interstate  Cmmncrcc  Commission;  formerly  head  of  the 
department  of  economics,  University  of  Minnesota,  and  director  of 
imrestigation  of  regulation  of  public  service  corporations  for  National 
Civic  Federation;  during  the  war  a  member  of  the  board  of  appraisers 
of  property  commandeered  by  the  Army. 

Laughuk,  J.  Laurence:  Economist,  of  Boston;  professor  emeritus  of 
economics,  University  of  Chicago;  formerly  chairman  of  executive 
committee  of  National  Citizens  League  for  the  Promotion  of  a  Sound 
Banking  System. 

Stearns,  Thomas  B.:  Mining  engineer  and  manufacturer,  of  Denver: 
president,  Stearns-Rogcr  Manufacturing;  Company;  director  in  various 
enterprises,  includinj;  mining  companies  and  public  utilities;  a  director 
of  the  Denver  Civic  and  Commercial  Association,  and  formerly  its 
president;  formerly  a  director  of  the  ChamhcT  of  Ojmmem  of  the 
Uniled  States,  and  formeriy  Food  Administn^r  fcur  Cotorade. 

Stewart,  Hamilton:  Manufacturer,  of  Pittsburgh;  vice-president, 
Harbinson- Walker  Refractories  Company;  director,  Barrett  Oxat- 
pany,  Pittsburgh  By-Products  Coke  Comi>any,  etc ;  fcmieriy  vice-presi- 
dent, Pittsburgh  Chsaonbtr  of  C<Mnmerce. 

Stix,  Ernest  W.  :  Wholesale  merchant,  of  St.  Louis;  president,  Rice- 
Stix  Dry  Goods  Company;  member  of  the  National  Wholesale  Dry 
Goods  Association  and  of  St  Ixniis  Chamber  of  Commerce. 

•Straus.  Tksse  Istdor:  Merchant,  of  New  York  City;  president  of 
R.  h!  iviacy  k  Co.;  formerly  vice-president,  National  Retail  Dry 
Goods  Association. 

•Mr.  Straus,  being  absent  in  Europe,  did  not  partic^Mte  in  meeting? 
of  die  committee  held  in  the  autimm  of  1920. 


TAe  Committee  s  Report  and  the  Arguments  in  the 

Negative,  which  are  prepared  by  the  Chamber  V  staff 
as  an  oudine  of  possibly  adverse  considerations  which 

have  come  to  its  attention ,  are  in  Ais  pamphiet  placed 

upon  opposite  pages.     This  arrangement  supplants 

the  earlier  practice  of  placing  the  riegatrue  argument 

after  the  report.  In  this  pamphlet,  the  report  ap- 
pears only  upon  the  pages  to  the  left^  whereas  the 
negative  arguments  occupy  the  pages  to  the  right. 
Immediately  following  thi%  portion  of  the  pamphlet 
appears  a  report  of  a  minority  of  the  Committee  re- 
specting one  point  on  which  the  minority  dissents. 
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REPORT 

of  the 

CmmSTER  ON  TAXATION 


To  the  Board  of  Directors  of  the  Chamber  of  Commerce  of  the 
United  States: 


War  Fimmdag 


Fost*War  Ffimicfng 


Beginning  promptly  after  the  United  States  declared  war,  the 
Chamber  advocated  heavy  taxation  and  other  policies  which  would 
yield  the  largest  possible  revenues  to  the  government  out  of  the 
country's  savings  and  proportionately  avoid  the  financing  of  war 
through  expedients  which  would  have  their  effects  in  increased  prices 
and  all  of  the  results  that  follow. 

Measures  for  financial  readjustment  which  must  now  be  taken 
by  our  government  are  equally  urgent  and  as  unmistakable.  They 
have  already  been  delayed.  Provisions  which  were  formulated  under 
war  conditions,  and  intended  to  operate  only  as  correctives  to  other 
war  factors,  have  been  allowed  to  continue  in  force  by  themselves,  to 
the  general  public  detriment  It  is  now  time. to  prepare  a  vigorous 
program  of  revision  for  our  taxation,  not  in  amount  of  yield  but  in 
the  manner  of  levying  important  taxes,  and  such  a  revision  should 
be  immediately  effected. 

Some  postulates  may  be  set  down  in  the  beginning,  to  be  recalled 
as  guiding  principles  as  each  item  of  the  program  is  elaborated.  Our 
country  has  a  g;reat  war  debt,  the  national  treasury  still  shows  deficits, 
and  large  amounts  of  the  public  debt  will  fall  due  in  the  early  future. 
Oyycmuient  s«oaainr  Whether  a  country  is  rich  or  poor  in  potential  resources,  such  a  condi- 
tion of  .affairs  demands  thorough  economy  on  die  government's  part 
Thrift  and  prevention  of  waste  must  be  practiced,  not  only  by  the 
Private  S«oa«Br  government,  but  also  by  the  private  citizen;  for  the  vast  destruction 

of  war  can  be  made  good  only  in  this  way  and  through  new  produc- 
tion. In  order  that  production  may  develop  with  the  country's  needs, 
every  obstacle  of  an  artificial  nature  must  be  removed. 

Frank  recognition  of  the  situation  brings  realization  tiiat  the 
country  must  continue  for  several  years  to  bear  a  heavy  burden  of 
taxation.  That  very  burden  implies  public  obligations  of  the  highest 
magnitude  for  the  government  itself.  It  must  seek  to  use  the  proceeds 
of  such  taxes  only  for  purposes  which  are  essential,  and  with  strict 
iMo^ioii  <d  Fioatiim  economy.  All  the  government  can  save  by  the  closest  scrutiny  of  ex- 
penditures it  must  devote  to  reducing  the  billions  of  floating  debt  and 
to  banishing  the  annual  deficits  in  the  Treasury.  If  any  part  of  the 
revenues  then  remains  during  the  next  few  years,  it  should  be  applied 

Continued  on  page  6 


Taamtioa 


ARGUMBNTS  m  THE  NBGATtVB 


6 


Having  been  asked  to  consider  only  internal  taxation,  die  Com- 
mittee begins  with  the  proposition  Uiat  the  government's  revenues 
from  this  source  should  for  die  present  be  maintained.  This  is  a 
matter  of  jud^ent  based  upon  die  government's  financial  situatioii, 

and  opinions  may  differ. 

The  public  debt  reached  its  mnximiitTi  in  August,  1919.  The  gross  amount  then 
was  $26,596,000,000.  This  included  the  prewar  debt.  Upon  October  31.  1919.  this 
total  stood  at  $26,210,000,000,  of  which  certificates  of  indebtedness  represented  $3,736,- 
000,000.  From  April  7,  1917,  die  gross  debt  had  inoeased  by  324,928,000,000.  In 
the  war  period  to  October  31,1919,  revenues  from  other  sourcxs  than  sale  of  bonds,  etc., 
had  been  $11,280,000,000  against  total  government  expenditures  of  $35,413,000,000. 
In  the  re\enues  $10,089,000,000  represented  taxes,  with  the  rest  coming  from  fees, 
salvage,  and  other  miscellaneous  sources.  Thus,  taxes  met  about  29%  of  the  total  ex- 
penditures. The  portion  met  through  taxes  on  income  and  excess  profits  was  19%,  and 
through  other  internal  taxes  was  ^proximately  8^.  If  from  the  total  expenditures 
the  loans  to  allied  governments  were  deducted  f?9.-^16.000,000),  and  the  percentages 
ncre  computed  only  on  the  balance, — $25,997.000.000. — the  part  raised  by  taxation 
Vvt)uld  be  39%,  through  taxes  on  incomes  and  excess  profits  would  be  25^,  and 
thioueh  other  internal  taxes  about  10%. 

Between  the  end  of  Octcfer,  1919,  and  November  1,  1920,  the  govermnenl^S 
expenditures  for  all  purposes  except  upon  the  principal  of  the  public  debt  were  $5,095,- 
000  000  ($4,880,000,000  if  there  are  deducted  $174,000,000  invested  in  obligations 
of  foreign  governments  and  approximated  $40,000,000  invested  in  farm-loan  bonds), 
and  its  revenue  receipts  were  $6,178,000,000.  of  which  $5,590,000,000  came  from 
taxes,  including  $3,779,000,000  from  taxes  on  incomes  and  excess  profits  and  $1,670,*- 
000,000  from  other  internal  taxes.  Thus,  to  November  1,  1920,  the  government's 
expenditures  since  April  7,  1917,  had  been  $40,510,000,000.  nnd  the  part  met  by 
taxation  was  $15,860,000,000,  or  39%,  with  the  portion  of  the  expenditures  raised 
by  taxes  on  incomes  and  profits  25%  and  from  other  internal  taxes  about  10%. 

In  the  twelve  months  preceding  the  end  of  October.  1920,  the  gross  debt  declined 
from  $26,210,000,000  to  .^24.062,000,000.  Bv  the  more  important  parts  of  the  debt 
the  reductions  were  $463,000  in  prewar  bonds.  $738,000,000  in  Liberty  bonds,  $176," 
000,000  in  Victory  notes,  and  $1,106,000,000  In  certificates  of  indebtedness. 

Against  the  total  debt  the  Treasury  has  about  $11,000,000,000  in  securities,  if 
they  are  taken  at  face  value.  The  latest  figures  available  uie  as  of  August  31,  1920, 
when  die  total  was  $11,164,000,000,  divided  as  fdlcnrs  hf  ptmdpA  amounts: 

Oblieaticns  of  foreign  governments  for  cash  advances  $9,450,000,000 

Foteian  obli^tions  for  surplus  war  suppUes   563.000,000 

Foreigm  oblieations  for  relief    .84,000,000 

Capital  stock  of  various  ijnT'ernment  corporations,  such  as 
Emerrrencv  Fleet,  Housing:  Corporation.  War  Finance  Cor- 
poration, etc   415,000,000 

Oblt^tions  of  railroads    469,000.000 

Stock  in  farm-loan  banb   6,000.000 

Farm-loan  bonds   175,000,000 

_  * 

The  ultimate  realisation  on  these  securities  as  a  whole  will  probably  be 

excellent,  even  thoujrh  there  may  be  some  doubt  as  to  the  worth  of  a  few  of  tfie  items. 
About  the  exnct  realization  from  supplies,  etc.,  acquired  for  war  purposes  there  is 
also  some  doubt,  but  upon  the  basis  of  the  Secretary  of  War's  statements  it  may  be 
estimated  that  the  Treasury  will  ultimately  receive  at  least  $750,000,000  from  this 
department  on  account  of  salvas:e,  payments  from  Germany  for  the  costs  of  maintain- 
ing our  forces  of  occupation,  etc.  To  the  end  of  October.  1920.  the  Shippino;  Board's 
total  acquisition  of  vessels  of  all  tvpes  ajrirreeated  upwards  of  10.000,000  ton<;  dead- 
weight. After  all  allowances  have  been  made,  it  would  appear  there  should  remain 
net  assets  in  marketable  steel  vessels  that  would  realize  several  hundred  million  dollars 
to  be  turned  into  the  Treasury. 

Total  replizatinn  from  securities  now  held  in  the  Treasure'  and  from  other 
p'opertv  described  above,  to?Pther  with  an  amount  in  bnck  taxes  which  can  sti^'  be 
r'^IVrf'd  and  wliich  on  official  statement^  can  be  conservativelv  estimated  at  ?11.000- 
000.000,  should  produce  at  least  $13,000,000.000.- -or  $1,500,000,000  more  than  the 
p.nrt  of  the  public  debt  whfcft  is  now  treated  as  self-liouidating  and  hence  not  to  be 
retired  tiirourfi  taxation.  The  amount  amiuallv  placed  in  tiie  sinkine  fund,  now  so 
arram^  ps  to  retire  the  debt  in  25  vears.  could  be  proportionately  reduced. 
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COMMITTEE  REPORT 


Recommendation 
Excess-Profits  Tax 


Cmot  be  Administertd 


Encourages  Extravagance 


Reduction    in  Tuatim 
not  Proposed 


upon  the  public  debt,  in  order  that  the  country's  current  interest 
charge  of  approximately  a  billion  dollars  may  be  diminished.  This 
is  no  time  for  diversion  of  the  receipts  from  heavy  taxes,  gladly  as- 
sumed in  patriotic  support  of  war,  to  new  undertakings  of  doubtful 

public  benefit. 

Bearing  in  mind  the  considerations  we  have  outlined,  we  recom- 
mend that  the  excess-profits  tax  should  at  once  be  repealed.  The 
reasons  for  levying  this  tax  have  passed,  and  its  continuance  delays 
the  progress  of  readjustment  Introducing  ever-shifting  questions 
because  it  involves  'Unvested  capital"  as  a  factor,  and  producing  in- 
equities of  many  kinds  among  competitors  who  should  be  treated 
equally,  it  encounters  an  objection  which  is  paramount  over  all 
others,  in  that  the  Treasury  Department  has  declared  it  is  unable  to 
organize  the  machinery  necessary  to  administer  this  tax  if  it  is  con- 
tinued. The  Treasury's  difficulties  are  apparent  through  the  cir- 
cumstance that,  with  its  great  and  highly  organized  staf!,  it  has  not 
yet  been  able  to  audit  all  die  returns  for  1917.  It  is  equally  objection- 
able to  the  taxpayer  because  of  its  uncertainQr,  both  as  to  its  incidence 
and  as  to  its  amount.  No  tax  that  defies  speedy  and  efficient  admin- 
istration, and  is  uncertain,  should  be  permitted  to  remain  on  the 
statute  books. 

The  government  has  another  very  direct  interest  by  reason  of 
the  necessity  of  certain^  in  its  revenues.  A  return  to  normal  condi- 
tions will  tend  to  remove  excess  profits  and  will  correspondingly  de- 
crease the  proceeds  of  a  tax  on  them.  •  The  result  will  be  ^at  the 
Treasury  will  be  left  without  adequate  resources. 

In  a  period  after  a  great  war,  when  every  consideration,  private 
and  public,  requires  economy  and  devotion  of  all  possible  savings  to 
industry  and  commerce,  a  form  of  taxation  which  places  a  premium 
on  extravagance  in  the  conduct  of  business  enterprise  is  detrimental 
to  the  public  interest.  The  access-profits  ta  is  such  a  form  of  taxa- 
tion. If  the  business  man  feels  that  a  great  part  of  bis  profits  will  be 
taken  by  the  government,  he  has  less  incentive  to  exercise  that  care 
and  judgment  which  should  be  counted  upon  to  reduce  production 
cost  to  the  minimum.  1  When  the  earnings  of  a  corporation  are  suffi- 
cient to  place  it  in  the  highest  bracket  of  tax  rates,  any  additional  ex- 
penditure, whether  wise  or  questionable,  is  today  borne  to  the  extent  of 
5494*  by  the  corporation,  and  the  other  46%  represents  a  loss  in  tax  to 
the  government.  Such  a  situation  impairs  the  inducement  to  avoid 
waste  and  extravagance.  Net  taxable  income  has  been  correspond- 
ingly decreased,  and  the  revenue  from  the  corporate  income  tax  and 
from  surtaxes  on  dividends  proportionately  diminished.  The  collec- 
tion of  the  excess-profits  tax  has  actually  tended  to  dry  up  the  sources 
from  which  income  taxes  provide  their  yield  to  the  Treasury. 

In  proposing  repeal  of  the  excess-profits  tax  the  committee  does 
not  contemplate  a  reduction  in  the  government's  revenues.  Elimina- 
tion of  the  profits  tax  will  in  itself,  both  because  it  will  no  hmger  be 
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There  may  be  more  immediate  problems  than  the  ultimate  adjustment  of  the 
debt.  The  short-tenn  debt,  in  certificates  of  indebtedness,  on  December  1,  1920,  was 
$2,767,000,000,  all  due  within  a  year.  There  foUow  war  savings  securities  of  $®)0r 
000,000  and  more  which  begin  to  mature  in  January,  1923.  Finally,  there  are  $4,237,- 
000,000  in  Victory  notes  which  are  due  not  later  than  May,  1923.  Other  lesser 
amounts  bring  the  total  due  before  the  middle  of  1923  over  $7,500,000,000. 

The  present  Treasury  plan  contemplates  retirement  of  all  certificates  of  in-  Pre9««£  Poliov 
debtedncss  and  $500,000,000  of  Victory  notes  out  of  taxes  and  salvage  by  July  1,  1922, 
acceptance  of  $500,000,000  more  Victory  notes  in  payment  of  income  taxes  in  the 
foIlowinjT  eleven  mondis,  and  dealing  with  a  principal  of  $3,000,000,000  of  this  issue 
at  maturity,  presumably  through  refunding  in  bonds  due  yearly  in  amounts  which  will 
permit  their  retirement  and  the  retirement  of  the  third  Liberty  loan  ($3,659,000,000, 
due  in  1928)  so  far  as  it  had  not  meanwhile  been  met  out  of  proceeds  of  the  securities 
held  by  the  Treasury.  An  alternate  plan  might  be  to  place  current  revenues  on  a 
basis  sufficient  merely  for  current  expenses,  fund  the  certificates  of  indebtedness,  even 
if  the  interest  rnr-  v  ould  have  to  be  high,  and  seek  to  meet  the  other  early  maturities 
by  collecting  taxes  due  ir.  earlier  years  but  not  p.iid  an-1  bv  proceeding  \  i?orousiy  with 
liquidation  of  such  ;.s5x»M  those  in  the  control  of  the  Slipping  Board.  In  considering 
the  policy  to  be  foUiiwed  it  is  to  be  remembered  that  federal  levies  do  not  constitu*e 
the  whole  tp.x  burden.  A  conservntive  estimate  would  seem  to  place  die  amount  now 
collected  in  taxes  b\  states  and  local  governments  well  over  ?2, 000. 000. 000.  Ir  is 
also  to  he  remembered  that  out  of  the  total  of  the  yearly  net  income^  in  the  country 
must  come  not  only  taxes  but  also  the  new  capital  required  for  business^  enterprise, 
and  there  have  been  estimates  that  the  railroads  alone  need  over  a  billion  a  year. 
Finally,  it  must  be  recalled  that  taxation  which  is  so  heavy  as  to  cause  taxpayers  to 
borrow  to  pa\'  taxes  has  the  same  effect  in  inflating  prices  as  if  the  government  itself 
floated  loans  that  were  not  bought  out  of  savings. 

In  the  absence  of  budgetary  procedure,  any  precise  estimates  of  annual  expendi- 
tures is  impossible.  It  would  seem,  however,  riiat  after  dw  present  year,  if  large  ap- 
propriations for  new  purposes  are  avoided,  annual  expenditures  need  not  exceed 
000,000,000,  with  the  important  items  about  as  follows: 

Service  of  public  debt  (interest  and  sinkini:  fund)   $1,250,000,000 

Support  of  government  activities  (except  about  $500,000,000  for 

the  posbd  service,  which  is  assumed  to  be  self-supporting)  . .  2,750,000,000 

The  appropriations  alread\'  made  for  the  current  year  for  all  purposes  except  the 
postal  service  aircrre-ate  ?;4.360.000.00C,  includintr  ^725.000,000  on  account  of  rail- 
roads,— a  temporar>  obiect  of  expenditure.  These  appropriations  may  be  grouped  by 
functions  roughly  as  follows: 

Appropriations  mainly  inddent  to  past  wars  (debt  servke,  pcn- 

sions,  railroad  control,  etc)   $2,838,000,000 

Present  national  defense    855.000.000 

Civil  functions,  exclusive  of  postal  service   481,000,000 

Deficiencies  in  earlier  years   186,00Oj000 

It  would  appear  from  earlier  experience,  however,  that  the  present  sessi<m  of  Con- 
i;tes8  will  have  to  make  furdier  appropriations  for  ordinary  epvemmental  activities  and 
in  October  the  Secretary  of  the  Treasury  estimated  that  the  anprnpriations  in  connec- 
tion with  the  ending  of  federal  control  of  railroads  will  have  to  be  increased  by  $250,- 
000,000.  Expenditures  for  all  purposes,  includinsr  public-debt  service  but  excludmg 
postal  service,  may  therefore  be  in  the  neighborhood  of  $5,000,000,000  for  the  current 
year  ending  with  next  Tunc.  For  die  folloUMnir  vear.  ended  with  June,  1922,  estimates 
contemplate  $4,068,000,000  of  expenditures.  It  mav  be  arjrued  that  Consrre^s  should 
at  once  proceed  to  a  reorganization  of  government  departments  and  a  consolidation  o* 
activities  with  a  view  to  reducino;  the  appropriations  needed  in  future  years  for  support 
of  the  functions  being  performed. 

There  are  some  reasons  for  keeping  the  excess-profits  tax. 

Original  difficulties  in  administration  and  for  the  corporations  suhiect  to  tax 
have  now  in  large  measure  been  sol \  ed  throup:h  ascertainment  of  invested  capital,  etc.. 
for  the  years  that  are  past.    Tt  mav  be  advantageous  from  the  public  and  the  private 

point  of  view  to  keep  a  tax  to  which  business  has  become  adjusted  even  thoufiji  the  tax    AdjHxtm^nU  Now  MoOm 
is  erroneous  in  principle,  rather  dian  to  change  to  a  new  tax  which  theorcticaUy  may 
be  sounder  and  which  will  initially  cause  difficulties  that  cannot  be  foreseen. 

In  principle  the  excess-profits  tax  is  not  inequitable,  as  it  in  effect  mvolvrs  ap- 
plication to  corporations  of  the  test  of  ability  to  pay,— the  test  used  in  the  inc^ 
tax  on  individuals.  The  proper  course,  therefore,  might  be  to  improve  ihe  tax,  rather 
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deducted  before  income  tax  is  levied  and  by  reason  of  new  incentive 
to  economy  in  business  conduct,  increase  the  yield  from  income  taxes 
on  corporations  and  individuals,  and  this  increase  will  be  large. 
Disregarding  this  effect,  however,  the  Committee  recommends  that 
the  revenues  now  derived  from  the  excess-profits  tax  should  be  ob- 
tained mainly  from  taxes  on  incomes.  After  very  careful  considera- 
tion, the  committee  has  reached  the  conclusion  that  it  is  most  consist- 
ent with  the  principles  of  correct  taxation  to  raise  additional  revenue 
at  the  point  where  it  will  cause  the  smallest  interference  with  the 
proper  conduct  of  business  and  will  have  the  least  influence  upon  the 
prices  which  consumers  pay.  In  the  Committee's  opinion,  and  in 
view  of  other  recommendations  the  Committee  makes  in  this  report, 
the  revenues  which  are  under  consideration  in  this  paragraph  should 
be  obtained  through  moderate  increases  in  the  lower  part  of  the 
schedule  of  surtaxes  upon  individual  income. 

When  making  this  recommendation  respecting  taxes  on  incomes 
the  Committee  has  in  mind  the  undesirability  from  the  point  of  view 
of  the  government  of  dependence  too  largely  upon  any  one  source  of 
revenue.  Too  great  reliance  upon  one  source  of  revenue  may 
seriously  disturb  the  government's  fiscal  program,  in  the  event  that 
adverse  circumsunces  beyond  the  government's  control  affect  the 
source.  It  is  sound  public  policy  to  have  revenues  derived  in  im- 
portant measure  from  several  sources. 

The  Com7nittec  accordingly  recommenJs  that  there  should  he 
imposed  excise  taxes  upon  a  few  articles  so  produced  that  the  tax 
may  be  easily  collected  and  of  such  a  nature  that,  while  widely  used, 
the  articles  are  not  of  the  first  necessity.  Rates  for  these  taxes  might 
vary  with  the  degree  of  necessity  of  the  articles  chosen,  but  could 
produce  large  revenues  because  of  the  number  of  units  to  which  low 
rates  could  attach.  Such  taxes  should  fall  only  upon  commodities, — 
orriinarilv  at  the  point  where  the  article  takes  its  finished  form  and 
is  readv  to  enter  the  channels  of  distribution, — and  should  be  levied 
only  once  on  each  commodity.  They  should  not  be  assessed  upon 
services  or  any  incident  to  production  or  distribution.  Taxes  of  this 
kind  will  correspond  to  the  excise  taxes  with  which  the  country  is 
f  amilar,  such  as  Ae  taxes  upon  tobacco  and  upon  alcoholic  beverages. 

Before  arriving  at  a  conclusion  regarding  the  sources  of  revenue 
which  should  be  substituted  for  the  tax  on  excess  profits,  the  Com- 
mittee endeavored  to  canvass  all  possibilities,  including  the  different 
proposals  for  a  general  consumption  tax  through  a  tax  on  sales.  Such 
a  tax  has  been  urged  in  at  least  three  forms. 

The  most  extensive  form  would  be  a  small  and  uniform  levy, 
usually  suggested  as  upon  die  price  at  which  any  commodity, 
thing,  or  service  is  sold.  It  would  be  collected  upon  the  sale  of  raw 
material  to  a  manufacturer,  upon  the  manufacturer's  sale  of  his 
product,  upon  the  jobber's  sale,  and  so  on,  with  the  last  tax  of  l% 
upon  the  retailer's  sale  to  the  ultimate  consumer.  A  more  limited 
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tban  to  abolish  it.  A  tax  which  falls  only  upon  unusual  profits  leaves  the  orderly 
processes  of  business  undisturbed.  The  owners  of  a  corporation  who  hoped  it  would 
earn  10  or  12%  in  accordance  with  the  usual  results  in  the  business  do  not  suffer 
great  hardship  if,  upon  its  earning  30'-!.,  the  corporation  pays  a  tax  which,  under  the 
present  law,  leaves  about  24%  to  it,  so  far  as  this  tax  is  concerned.  The  portion  of  die 
enlarged  profits  that  remains  after  the  tax  is  paid  is  substantial,  and  should  be  sufficient 
to  prevent  the  carelessness  in  business  conduct  which  the  Committee  mentions.  Com- 
bined income  and  excess-profits  taxes  rarely  exceed  33%  of  a  corporation's  net  income. 

A  statement  has  been  made  frequently,  although  not  by  the  Committee,  that  the 
exceasrprofys  tax  has  increased  prices.  Some  economists  contend  that  the  tax  has  not 
in  any  direct  way  had  this  effect,  and  suggest  that  when  its  rate  was  lowered  by  one- 
half,  for  the  taxable  year  of  1919  and  subsequent  years,  prices  continued  to  advance, 
and  have  now  taken  a  downward  turn  without  any  change  in  the  rate  for  1920;  they 
also  assert  that  prices  rose  more  in  the  twelve  months  preceding  enactment  of  the 
original  law  of  1917  than  in  die  f<^owing  twelve  months. 

In  producing  revenues  the  tax  has  been  vcrv  successful.  Since  it  was  first  im- 
posed, for  1917,  it  has  already  yielded  almost  ?6,000.000.000  to  the  Treasury-.  For 
1920  the  Treasury  originally  estimated  the  yield  at  $1,250,000,000,  but  recently  would 
seem  to  have  decreased  the  estimate  to  $900,000,000.  Even  if  business  conditions  were 
Stable  at  the  1919  levd,  however,  the  returns  from  die  present  tax  would  diminish 
ytBxfyt  hf  somediing  like  $160,000,000,  bv  reason  of  m creases  in  invested  coital. 

There  are  other  possible  sources  than  the  income  tax  for  substi- 
tute revenues,  if  they  are  needed,  and  it  is  uadesirable  to  depend  too 
largely  upon  one  source  of  revenue. 

Custoaia  duties  levied  for  revenue  purposes  alone  would  yield  good  amounts. 
Chai^Ses  in  the  nature  of  our  imports  have  greatly  altered  die  effect  of  die  present 

tariff  law.  In  1914  dudes  collected  under  the  present  law  equalled  14^;^  of  the  value 
of  imports.  The  percentag:e  is  now  only  a  fraction  over  6.  If  the  law  were  so 
changed  as  to  restore  the  percentag:e  of  1914  it  would  yield,  instead  of  the  $322,000,000 
collected  in  the  twelve  months  ended  with  June,  1920,  the  sum  of  $733,000,000.  If 
the  percentage  were  raised  to  20,  the  figure  at  idiich  it  stood  in  1912,  the  yield  from 
this  sounx  would  be  ^1, 047.000.000.  Even  if  it  were  decided  that  neither  of  these 
percentaires  can  be  attained  because  of  the  increased  volume  of  crud'*  materials  for 
use  in  manufacture  now  included  in  imports,  it  could  be  maintained  that  several 
hundred  million  dollars  of  additional  revenue  may  be  obtained  from  customs  duties. 

The  present  federal  estate  tax  might  be  increased.  Beginning  in  effect  with  2% 
upon  $50,000  to  $150,000  it  rises  by  steps  to  25%  upon  the  excess  over  $10,000,000. 
During  the  fiscal  year  closed  with  June,  1920,  this  tax  yielded  $103,000,000.  Even 
if  it  IS  conceded  that  this  federal  tax  cannot  go  too  hie:h,  because  the  states  have 
generally  preempted  this  source  of  revenue,  it  might  be  argued  that  the  rates  could 
be  Increased  to  yield  at  least  $50,000,000  more* 

The  Committee  recommends  some  increase  in  die  part  of  die  revenues  derived  from 
the  income  tax  on  individuals.  If  the  present  rates  on  personal  income  were  levied  for 
1921, — the  first  year  as  to  which  the  proposal  would  be  eifective. — the  yield  wouM  be 
somethine;  like  $1,290,000,000,  of  which  $301,000,000  would  come  from  normal  tax 
and  $988,000,000  from  surtaxes.  If  die  receipts  from  all  tascadon  are  estimated  at  a 
billion  less  than  in  the  twdvc  mondis  ended  with  October,  1920, — !.  e.,  at  four  and 
one-half  billion,— personal  income  tax  would  account  for  approximately  29fo. 

There  should  be  no  increase  in  excise  taxes.   On  the  contrary,   toebe  Taxca 
excise  taxes  should  be  decreased  because  of  Ac  inequalities  they  pro- 
duce. 

In  the  last  twelve  months  ended  with  October,  1920,  collections  from  existing 
excise  taxes  aggregated  $1,466,000,000,  with  some  of  the  items: 
Tobacco   $284,600,000    Conveyances,  stock 


E^tuU  Tax 


iVopoytio*  of  Income  Tmm 


Freight  and  express   158»100,00O 

Autmuobiles  and  accessories  152,400,000 
Decedents*  estates  ......  116.300.000 

Passenfrer  tran^rtation  .  110.300.000 
Admissions  to  amusements  83,900,000 
Non-alcoholic  beverages, 
ice  cream,  etc   .$63,600,000 
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issues,  etc   

Teleeraph  messages,  etc. 
Tewelry,  wati4ies,  etc  .  • 

C3nndy  •  •••■«••*••••••■ 

Insurance  

Furs   


$62,200,000 
26.600.000 

26.600.000 
23.%0.000 
19.600,000 
10300,000 
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form  of  turnover  tax  has  in  effect  been  advocated  by  perscww  wbo 

would  exempt  all  sales  of  capital  assets  and  limit  the  levy  of  i%  prin- 
cipally to  each  sale  of  goods,  wares,  and  merchandise  in  their  pro- 
gress from  the  state  of  raw  materials  to  finished  articles  in  the  hands 

Retail  SalM  Tax  of  the  consumer.  The  third  form  that  has  been  suggested  would  be 

a  tax  of  I  %  upon  only  one  sale, — the  final  sale  to  the  consumer, 

^sbudpif  Involved  Various  arguments  have  been  brought  fonrard  in  support  of 

sales  taxes  of  one  or  another  of  these  forms,  but  in  the  opinion  of  the 
Committee  these  arguments  are  overcome  by  important  objections  to 
any  attempt  to  use  such  a  source  for  federal  revenues.  In  the  first 
place,  the  application  of  any  of  these  taxes  and  its  successful  admini- 
stration would  not  be  so  simple  as  is  often  supposed.  In  declining 
markets  and  under  conditions  of  close  competition  turnover  taxes 
would  frequently  have  to  be  borne  by  the  seller,  and  in  many  instances 
might  for  him  be  an  added  cause  of  low.  Even  if  passed  on,  through 
addition  to  the  price  paid  by  the  buyer,  it  would  almost  inevitably  be 
pyramided,  causing  material  increases  in  many  prices  paid  by  con- 
sumers. 

There  are  still  more  fundamental  considerations  weighing 
against  such  a  tax.  One  of  the  objections  to  the  excess-profits  tax 
would  apply  with  added  force;  this  is  uncertainty  in  yield  of  rev- 
enues ;  for  gross  sales  fluctuate  more  widely  than  net  income.  If  any 
form  of  turnover  tax  were  imposed,  it  would  result  in  advantages  for 
large  industrial  undertakings  which  begin  their  processes  with  raw 
materials  and  carry  them  through  to  the  finished  product;  Such 
"integrated"  industries  would  be  subject  to  the  tax  but  once,  wherca& 
their  smaller  competitors  acquiring  materials  from  independent 
sources  would  have  the  tax  in  their  prices  several  times,  and  probably 
increased  in  effect  through  pyramiding.  Finished  articles  imported 
from  abroad  would  have  a  similar  advantage  over  domestic  manu- 
factures. 

Perhaps  the  greatest  inequity,  however,  would  appear  in  the  pro- 
portionate results  of  any  of  the  taxes  here  under  consideration  upon 
the  person  with  small  income  as  compared  with  the  person  of  large 
income.  At  the  bottom  of  the  economic  scale  are  persons  whose  in- 
come barely  suffices  to  provide  them  with  necessities  of  the  poorest 
quality  and  in  the  smallest  amount  and  at  the  other  end  of  the  scale 
are  persons  whose  expenditures  for  necessities,  no  matter  how  large, 
represent  but  a  fraction  of  their  income.  Any  tax  falling  upon  gen- 
eral expenditures  is  consequently  disproportionately  heavier  for  per- 
sons of  smaller  incomes  as  compared  with  persons  of  larger  incomes. 
To  the  extent  sales  taxes  of  the  sorts  that  have  been  suggested  were 
used  as  a  general  source  of  revenue,  there  would  be  departure  from 
the  principle  that  taxes  should  be  levied  io  accordance  with  ability 

^Tinally,  there  would  seem  to  be  legal  difficulties  in  the  way  of 
a  general  sales  tax.  Opinions  handed  down  by  the  Supreme  Court  in 
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To  produce  the  revenues  that  are  sought,  excise  taxes  have  already  been  extended 
beyond  objects  like  alcoholic  beverages  and  tobacco,  which  used  to  form  the  principal 
sources  of  these  revenues.  Constituting  additions  to  prices,  these  taxes  handicap 
various  industries,  and  in  some  instances  apply  to  necessities. 

The  sales  tax  is  advocated  as  a  means  of  obtaining  greater  equity 
in  taxation  by  using  a  source  of  revalue  which  is  broader  than  any 
source  now  utilized. 


Sales  Tax 


B4iuk9t «/  Saie$  Tax 


The  pn^osal  is  in  effect  tfiat  in^ead  of  die  tax  on  corporations  for  excess-profits 
tiierc  dto^d  be  substituted  a  tax  of  a  small  percentage  upon  sales.  Although  there 
are  other  incidents  to  different  forms  of  the  proposal  this  is  the  main  feature. 

A  sales  tax  of  a  uniform  percentage  will  not  involve  so  many  adniinistrativc  dif- 
ficulties as  the  excess-profits  tax.  For  dealing  widi  a  sales  tax,  the  Bureau  of  Internal 
Revenue  has  not  only  its  lai^  staff  at  Washington,  as  soon  as  it  has  completed  its 
task  with  excess  profits  taxes,  but  also  upwards  of  300  offices  throughout  the  country. 
Whether  the  tax  is  collected  by  stamps  on  invoices  or  by  returns  from  sellers'  books, 
collection  will  be  simple  and  tlie  verilication  will  be  easy,  involving  only  a  bncf 
examination  of  sellers'  books  instead  of  settlement  of  corapHcated  questions  about 
invested  capital,  etc.  lliis  simplification  will  save  business  concerns  large  sums  oi 
money  in  special  expenses  thev  now  have  to  incur  in  connection  with  their  present 
taxes;  this  burden  of  expense  has  been  estimatisd  to  aggregate  $100,000,000  a  year  for 

die  country.  .      i      ,i    *      u   •  ^ 

Means  can  be  devised  for  the  purpose  of  preventmg  the  seller  from  havmg  to 
absorb  the  tax.  In  Canada,  where  a  sales  tax  upon  eadi  turnover  of  merchandise  h-. 
a  manufacturer  or  wholesaler  was  put  into  effect  In  May,  1920,  the  law  pro\  ides  th:it 
the  tax  is  to  be  set  out  separately  upon  the  Invoice  which  is  required  with  all  sale.s 
and  forbid?  the  seller  t  i  absorb  more  thnn  a  part  of  the  tax.  To  avjid  pyramiding  of 
the  tax  the  Canadian  law  forbids  calculation  of  any  profit  upon  the  tax.  The  Canadian 
law  also  takes  into  account  possible  discrimination  in  the  event  a  manufacturer  sells 
directly  to  a  retailer,  by  doubling  the  rate  of  tax  in  such  cases.  Similarly,  means  might 
be  found  for  preventing  ad-zantaije  to  imported  pno'Js  and  for  equalizing  the  sales  tax 
as  between  articles  produced  by  "integrated"  concerns  and  by  their  unmtegrated 

^^The  taxes  which  a  sales  tax  would  replace  are  an  incubus  upon  the  conduct  of 
industry  and  commerce.  Their  amr)unts  are  uncertain ;  their  payment  often  cannot 
be  made  out  of  current  funds  but  only  through  liquidation  of  assets  or  some  equiya^lent ; 
their  exaction,  beinc:  for  an  arbitrary  period,  mav  have  no  relation  to  the  ultimate 
profit  or  loss  in  the  completed  business  transaction.  Imposition  of  a  sales  tax  would 
continue  the  policy  of  having  taxes  arise  in  connection  wiA  business  transactions  but 
would  at  the  same  time  remove  the  disastrous  incidents  which  accompany  the  present 
tax  A  small  tax,  the  amount  of  which  is  insignificant  in  each  mstancc  it  is  applied 
but  which  gives  large  yields  in  reventie  and  which  permits  the  taxpaver  to  knmv  exactlv 
what  he  is  to  turn  over  to  the  jro^  ernment,  possesses  the  greatest  practical  virtues  a  tax 
can  have.  Such  a  tax  is  actually  collected.  No  one  has  a  speaal  mxntm  to  evade  ColUa&nMv 
it  The  collections  will  consequently  come  much  nearer  to  the  amoimt  due  mm  m 
the  case  of  our  existing  >tax  on  excess  profits.  ^    ,      ,  ,  t 

Achievement  of  such  important  purposes  would  benefit  the  whole  cnv.mumty.  In 
these  benefits  every  member  would  share,  the  poorer  getting  the  lar-est  advantage,  ac- 
cording to  the  Committee's  own  reasoning.  Pay  ment  of  the  amount  of  a  saUs  tax  by 
persons  with  small  incomes  would  be  less  onerous  for  them  than  the  heavy  mdircct  tax 
Ihcy  now  pay;  for  an  excess-profits  tax  excecdirig  a  billion  dollars  annua^y  cann-^^  b 
collected  without  the  tax  being  passed  on  in  large  amounts.  Moreover,  it  is  correct  in 
principle  that  all  persons,  economicallv  self-sustaininn:,  should  pay  some  t^;  it  is 
subversive  of  the  principles  of  democratic  government  that  any  part  of  the  cop 
munity,  which  is  not  being  maintained  aq)ressly  as  a  public  charge  because  of  m- 
firmity,  should  be  wholly  relieved  from  taxatiw  and  the  load  of  taxafton  placed  upon 

any  particular  class  or  group.  . 

The  yield  of  a  sales  tax  is  difficult  to  compute  with  accuracy;  not  havinfr 
had  such  a  tax  we  lack  precise  data.  Using  available  statistics,  however,  an  official  of 
the  Treasury  Department  has  recently  placed  the  probable  yield  from  a  general  and 
all-embracing  turnover  tax  of  1%  at  $1,575,000,000  a  year  and  of  such  a  tax  upon 
turnovers  exapt  sales  of  real  estate,  securities,  etc.  at  $1  100,000.000.  Informal 
estimates  have  been  made  hv  other  persons  who  are  connected  with  tne  1  reasury  and 
who  have  reached  about  the  same  figures.    From  similar  sources  there  have  been 
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March  and  June  of  this  year  make  it  clear  that  such  a  tax  is  not  au- 
thorized by  die  inconie-tax  amendment  to  tfie  Constitution.  Whether 
or  not  it  would  be  held  by  the  courts  to  be  an  indirect  tax  is  un- 
certain; if  it  were  held  to  be  a  direct  tax,  it  would  under  the  Con- 
stitution have  to  be  apportioned  amoni^  the  states  in  accordance  with 
their  population, — an  obviously  impracticable  procedure.  Reliance 
for  revenues  in  large  amount  should  not  in  any  event  be  placed  upon 
a  tax  regarding  the  legality  of  which  there  is  doubt. 

The  considerations  which  have  been  outlined  above  lead  the 
Committee  to  believe  that  none  of  the  three  forms  of  sales  tax  should 
be  imposed.  In  recognition  of  widespread  interest  in  taxes  of  this 
nature,  however,  the  Committee  suggests  that  the  organizations  in  the 
Questions   For    Refer-    membership  of  the  National  Chamber  should  be  asked  to  express 

their  position  upon  each  of  the  general  forms  of  sales  tax  that  have 
been  brought  forward.  These  forms  are: 

A  small  uniform  tax  upon  every  business  transactioUi — ^i.  e.,  a 

"turnover  tax;" 

A  small  uniform  tax  upon  every  business  transaction  in  goods, 

wares,  and  merchandise, — i.  e.,  a  limited  turnover  tax; 
A  small  uniform  tax  upon  the  final  sale  of  goods,  wares,  and 
merchandise  to  the  consumeri*— 4.  e.^  a  retail  sales  tax. 

In  a  very  imperfect  degree  the  present  excess-profits  tax  serves 
a  useful  purpose.  This  is  equalization  of  taxation  as  between  cor- 
porations on  the  one  hand  and  on  the  other  hand  partnerships  and 
individuals  en^ged  in  business.  As  the  Committee  advocates  aboli- 
tion of  the  excess-profits  tax,  it  has  considered  other  means  for  seek- 
ing equalization;  for  unless  a  substitute  is  provided  for  this  function, 
the  corporate  form  of  doing  business  will  have  an  advantage  in  that 
upon  the  amount  of  current  earnings  kept  in  tfie  business  a  corpora- 
tion will  pay  no  taxes  comparable  to  the  surtaxes  which  competing 
individuals  and  partnerships  will  have  to  meet  upon  the  portion  of 
their  earnings  they  devote  to  their  businesses. 

Obviously,  such  an  extent  of  equalization  as  is  possible  in  this 
situation  might  be  obtained  in  either  one  of  two  ways.  For  in- 
dividuals, acting  in  business  alone  or  in  partnership,  there  might  be  a 
designated  amount  of  relief  frmx  income  taxes  upon  the  portion  of 
their  income  that  is  saved  and  reinvested  in  such  form  tfiat  the  future 
income  to  which  it  gives  rise  will  be  subject  to  federal  taxation. 
There  would  be  much  public  advantage  in  promoting  thrift  by  such  a 
provision.  This  approach  to  the  problem,  it  is  to  be  observed,  in- 
volves a  decrease  in  the  revenues  of  the  government. 

The  problem  can  also  be  approached  through  an  additional  tax 
^Cot^w^^^T^Mi  upon  the  portion  of  a  torporation's  net  income  that  k  not  distributed  in 

dividends  and  consequently  is  not  made  subject  in  the  hands  of  share- 
holders  to  the  surtaxes  on  individual  income.  This  method  of  equali- 
zation will  increase  the  government's  revenues.  Because  of  the  multi- 
plicity of  situations,  exact  equalization  is  not  possible  but  a  scale  of 
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estimates  that  a  tax  of  1%  only  upon  the  final  retail  sale  of  snerdiandise  would  probably 
yield  fn»n  $350,000,000  to  $450,000,000.  The  productive  powers  of  a  sales  tax 
tlierefore  would  cause  suA  a  tax  to  reduce  the  present  excessive  dependence  of  the 
Treasury  upon  various  forms  of  taxes  that  go  bade  to  net  income  as  a  basis. 

That  the  yields  of  turnover  taxes  in  France  and  Canada  have  not  yet  equalled  Frmnce  and  Ccmada 
estimates  is  not  an  argument  against  such  taxes.  In  neither  country  has  there  been 
opportunit>'  for  the  machinery  of  collection  to  become  adjusted.  Under  the  French 
law,— which  was  enacted  in  Jime,  1920,  and  which  levies  a  turnover  tax  at  1% 
generally,  but  10%  and  even  higher  for  some  businesses  dealing  in  luxuries,  etc., 
sellers  making  monthly  returns  from  books  in  which  they  enter  sales, — the  yield  has 
been  large.  In  October  it  was  234,000,000  francs  whereas  the  estimates  were  for 
460,000,000 ;  for  the  whole  period  since  the  law  became  operative  rite  yield  through 
October  was  about  527,000,000  francs  as  i^inst  estimates  of  1,100,000,000.  In  PhmmfitM 
Canada,  the  collections  throui^  October  have  aggregated  $31,000,000.  In  me 
Philippines,  where  a  turnover  tax  on  merchandise  was  introduced  in  1904  as  part  of 
a  new  tax  plan  doing  away  with  the  confusion  left  by  the  Spanish  regime^,  the  tax  is 
firmly  established  and  works  well.   Formerly  one-third  of  one  per  cent,  it  is  now  i%. 

About  a  general  sales  tax  dierc  is  no  more  legal  doubt  than  regarding  other  Leaal  Qw8tiwn» 
important  Wees  which  have  bem  levied.  An  example  would  be  die  corporation  e^^ae 
tax  of  1909.  The  doubts  to  which  the  Committee  refers  arise  out  of  a  difference 
between  a  direct  and  an  indirect  tax,  and  the  present  legal  difficulty  in  defining  one  or 
the  other.  Arjruments  against  the  existence  of  any  doubt  might  be  advanced, — such 
as  reference  to  the  undoubtedly  broad  sweep  of  the  federal  government's  taxing  power 
except  m  so  far  as  ^msly  limited  by  the  Constitution,  the  decision  of  the  Supreme 
Court  that  although  a  tax  upon  net  income  arising  from  personal  property  is  direct  a 
tax  upon  income  from  trades,  employments,  professions,  and  vocations  is  not,  and  the 
character  of  a  sales  tax  as  a  dut^^  impQSt,  or  excise.  The  question  as  to  whether  or 
not  a  sales  tax  should  be  adopted  in  the  United  States  Aovid  not,  however,  turn  t^KMi 
sudi  arguments,  but  upon  the  economic  and  bunness  soundness  of  the  tax.  Under  am 
system  of  government,  the  legal  possibility  of  any  tax  can  be  ascertained  only  aftar  m 
tax  has  bees  put  into  force;  otfaawi8e»  it  cannot  get  before  the  courts. 


The  proposal  for  a  tax  upon  undistributed  corporate  earnings 
proceeds  upon  wrong  premises. 

Equalization  such  as  the  Committee  describes  should  not  be  soucht  by  at- 
temptint;  to  assimilate  corporations  to  individuals  and  partnerships.  In  our  income 
tax  law^there  was  an  original  mistake  in  that  a  business  partnership  was  not  treated 
as  an  entity.  This  ^ould  mm  be  corrected  by  changing  the  treatment  of  individual 
proprietors  and  partnerships.  This  can  be  done  by  dealing  with  them  as  busmess 
entities.  Then  real  equity  in  taxation  as  amonj^  these  forms  of  business  enterprise  can 
be  obtained.    Equity  cannot  be  obtained  by  a  reverse  process,  such  as  is  proposed. 

If  each  business  enterprise,  regardless  of  its  fonn  as  an  individual  proprietorship, 
partnership,  or  corporation,  were  conridcred  an  entity  for  purposes  of  taxation,  a 
distinction  of  fundamental  importance  a>uld  be  made  in  taxation.  Th^  is  the  distinc- 
tion between  business  income  and  income  which  accrues  to  an  individual  tor  his  dis- 
posal—for personal  expenses,  for  beneficial  or  detrimental  pleasures,  for  utter  wastage, 
or  for  devotion  to  economically  productive  purposes.  Income  accnimg  to  the  m- 
dividual  in  his  personal  capacity  may  properly  be  subject  to  higher  taxes  than  mcaow 
diat  accrues  to  a  business,  even  though  it  is  the  individual's  o^vn  business,  and  is 
devoted  continuously  to  the  processes  of  production  and  distribution,  with  their  ancillary 
services  Business  income  which  is  not  distributed  to  individuals  for  their  personal 
di^^position  is  added  to  the  store  of  capital  and  without  the  hazards  of  wastage  inadent 
to  personal  disposition  contributes  ditecdy  to  increase  in  Ae  country  s  wealth. 

Business  men  instinctively  fed  this  difference.  They  habitually  consider  it 
essential  to  business  enterprise  that  a  considerable  share  of  current  earnings  should  be 
Icept  in  the  business,  in  order  that  stability  and  continuity-  of  operation  may  be  assured. 
The  year,  which  is  the  period  for  determination  of  earnings  for  our  taxation,  does  not 
reflect  either  true  earnings  or  true  losses.  Any  form  of  taxation  tfiat  exerts  pressure 
upon  business  managers  to  distrflmte  an  undue  portion  of  eammgs  of  any  one  year 
will  tend  to  weaken  the  whole  economic  structure.  In  the  present  period  ot  read- 
iustment,  there  is  abundant  illustration  of  the  public  advantage  m  business  enterprise 
during  prosperous  times  having  had  opportunity  to  prepare  for  periods  when  current 
operations  must  show  current  losses,  and  the  desirability  of  consemng  current  net 
income  is  obvious.   If  provisions  of  tax  laws  prevait  this,  corporations  wfll  have  to 
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rates  can  be  constructed  which  would  be  generally  commensurate  with 
the  schedule  of  surtaxes  paid  by  individuals  upon  their  incomes.  By 
reason  of  the  nature  of  such  a  tax  corporate  income  upon  which  it 
was  paid  should  not  be  taxable  to  shareholders,  in  the  event  such  in- 
come were  subsequently  distributed.  Moreover,  the  purpose  of  the 
tax  makes  it  appropriate  that  there  should  be  no  exemption  for  any 
part  of  the  current  net  income  of  a  corporation  that  is  not  distributed. 
The  Committee's  conclusion  is  that  the  problem  should  be  met  by 
such  a  tax  and  it  accordingly  recommends  that  upon  the  portion  of  a 
corporation  s  net  income  ivhich  is  not  distributed  in  dividends  there 
should  be  imposed  an  undistributed  earnings  tax  at  graduated  rates 
loitk  a  maximum  approaching  a  percentage  equal  to  the  combined 
normal  and  surtax  rates  such  as  are  proposed  belonc  for  saved  lU' 
dividual  incomes  of  the  largest  sizeJ^  Being  intended  to  correspond 
as  closelv  as  possible  to  taxes  borne  by  sole  proprietors  and  partners, 
this  tax  should  not  be  levied  when  the  shareholders  of  a  corporation 
assent  to  be  taxed  individually,  like  partners,  upon  the  whole  of  the 
corporation's  net  income;  for  in  this  event  real  equalization  will  be 
attained. 

Although  withholding  of  income  tax  at  the  source  has  been 
largely  eliminated  in  the  present  law  it  remains  in  one  important 
connection.  This  is  in  respect  to  the  normal  tax  on  dividends.  The 
present  law  under  which  a  tax  at  approximately  the  full  normal  rate 
on  individual  income  is  levied  on  the  net  income  of  corporations,  and 
Stockholders  are  then  exempted  from  the  normal  tax  on  the  dividends 
Aey  receive,  in  effect  withholds  the  normal  tax  en  masse  at  the  source. 
In  other  words,  a  stockholder  whose  entire  income  from  all  sources 
is  so  small  that  he  is  wholly  exempted  from  tax,  or  who  is  subject  only 
to  the  half  rate  of  normal  tax,  is  compelled  to  pay  the  complete  nor- 
mal rate  upon  that  part  of  his  income  which  he  receives  through 
dividends.  This  is  a  violation  of  the  basic  priciple  of  income  taxa- 
tion, tiiat  taxes  should  be  in  proportion  to  individual  ability  to  re- 
*  spond  to  the  needs  of  the  government.  The  discrimination  which 
is  involved  is  especially  inequitable  at  a  time  when  the  number  of 
small  stockholders  is  growing. 

For  continuation  of  such  a  withholding  provision  the  Ccmimittte 
can  perceive  no  justification.  A  partner  is  taxed  as  an  individual  with 
regard  to  the  earnings  he  takes  out  of  the  partnership  business.  A 
stockholder  should  be  treated  no  differently  in  relation  to  the  cor- 
porate dividends  he  receives.  Regarding  his  dividends  the  corpora- 
tion can  supply  the  government  with  specific  information,  exactly  as 
it  now  gives  "information  at  the  source"  about  salaries  and  other 
payments  it  makes.  The  Committee  accordingly  recommends  that 
each  individual  stockholder  should  pay  his  owi  normal  tax  upon 
dividends,  instead  of  having  it  withheld  and  paid  by  the  corporation^ 

*  Mr  Stewart  dissents  from  this  recommendation.   

t  W^TGray.  Stewart,  and  Stix  dissent  from  thta  nMaimeiidatmii. 

and  indieste  thar  yUnm  In  a  minority  report,  printed  at  pace  xi. 

CmOkmed  on  too*  16 


ARGUMENTS    IN   THE  NEGATIVE 


15 


shut  down  in  periods  of  business  depression,  thus  aggra\'ating  general  conditions,  or 
borrow  money  when  rates  are  high,  proportionately  adding  to  costs* 

Under  the  Conunittee's  proposal,  stockholders  would  insist  upon  distribution  each 
year  of  practically  all  earnings.  They  could  not  afford  to  allow  a  corporation  to  pa> 

a  tax  upon  any  considerable  amount  of  undistributed  earnings.  Sma31  stockholderL' 
would  see  levied  on  their  proportionate  part  a  tax  much  larger  than  their  own  in- 
dividual surtaxes-  Even  large  stockholders  would  take  tlie  same  position;  because  the 
undistributed  earnings  left  to  a  corporation  after  a  considerable  tax  was  taken  out 
might  be  absorbed  in  losses  in  the  first  year  of  bu^ess  depression  which  the  corpora- 
tion encountered.  In  other  word?,  after  making;  sacrific  through  the  tax,  shareholders 
would  have  no  assurance  of  ever  receiving;  the  balance. 

The  proposal  of  the  Committee  would  airirravate  the  present  evil  of  taxation  o 
paper  proiits.    In  normal  times  and  in  times  of  increasing  business,  a  large  part  i;i 
"earnings"  are  not  in  cash,  but  in  materials  and  other  forms  of  business  property.  Such 
profits  are  not  susceptible  of  distribution.  To  meet  ^ch  conditions  corporations,  under 
die  Committee's  pnH>osal,  might  have  to  borrow  money  to  pay  dividends. 

In  any  even^  if  such  a  proposal  as  the  Committee  advances  is  adopted,  the  period 
In  which  earnings  are  estimated  for  purposes  of  taxation  should  be  lengthened.  In 
England,  taxes  on  income  are  not  levied  according  to  the  vicarious  results  of  a  year, 
but  in  effect  upon  the  results  as  spread  over  three  years. 

Tlie  corporate  income  tax  should  not  be  abolished. 

A  majority  of  the  Committee  recommends  that  the  income  tax  on  corporations* 
as  such,  should  be  repealed,  and  that  its  place  should  be  taken  (1)  by  imposition  of  the 
normal  personal  income  tax  upon  dividends  received  by  stockholders  and  (2)  a 
vpadA  tax  upon  a  corporation  for  its  undistributed  net  income.  The  second  proposal 
has  been  discussed  above.  R^rding  the  first  proposal  a  minority  of  the  C«Mnmittee 
dissents  and  files  a  separate  report,  which  is  printed  at  paj^  27.  To  the  statements 
0^  the  minority  some  considerations  may  be  added. 

So  long  as  our  system  of  income  taxation  remains  fundamentally  unchanged,  eadl 
business  entity  should  pay  tax  upon  its  net  income.  By  common  acceptance  and  by 
decision  of  the  courts,  a  corporation  is  a  separate  entity  distinct  from  its  stoddiolders. 
Its  cliaracter  should  not  be  obscured.  If  confusion  on  this  point  appears  in  taxation 
it  will  undoubtedly  spread  and  there  will  be  dan^jer  that  the  American  development  of 
the  corporation  as  a  generally  beneficial  instrumentalit>'  for  business  enterprise  will  be 
harmed. 

This  very  development  gives  rise  to  reasons  for  taxation  of  corporations  as  8udi. 
In  recognition  of  tii^  Eng^ai^  has  in  1920  imposed  a  special  tax  on  corporations.  In 
partial  explanatu>n,  it  was  said,  "Companies  incorporated  with  limited  liabilit>'  enjoy 
privileges  and  conveniences  by  virtue  of  the  law,  for  which  they  may  well  be  asked  to 
pay  some  acknowledgment.''  Thi<;  was  the  basis  of  our  corporation  excise  tax  of  1909, 
which  was  upheld  by  the  Supreme  Court,  and  is  still  found  in  the  present  income-tax 
rate  for  corporations.  According  to  the  reconmsendation  of  a  majori^  of  the  Com- 
mittee, diis  part  of  the  present  rate  on  ccttpctfations,  as  well  as  lint  rest  of  the  rate, 
vrmHA  be  rqwalcd. 

Readjustment  of  high  rates  of  surtax  is  not  sufficient.  The  entire 
structure  of  rates  of  tax  upon  personal  income  should  be  rearranged. 

The  evil  idiich  the  Committee  seeks  to  remedy  is  very  real.  Between  1916  and 
1918, — the  period  when  our  present  high  surtaxes  went  into  effect, — the  number  of 
persons  with  incomes  exceedinir  $300,000  subject  to  federal  taxation  fell  off  by  53'^. 
In  1916  persons  who  have  incomes  over  $300,000  a  year,  and  of  whose  income  tlie 
present  law  consequently  takes  from  53  to  71%,  showed  an  aggregate  of  $997,000,000 
subject  to  federal  income  tax ;  in  1918  persons  falling  in  the  same  class  had  an  aggregate 
of  only  $392,000,000  subject  to  the  federal  tax.  and  it  is  probable  that  they  are  nwc 
subject  to  tax  on  a  still  smaller  aggregate.  This  decrease  means  a  loss  to  the  Treasurv 
exceeding  $40,000,000  a  year  in  normal  tax  alone.  The  change  in  the  aggregate  can 
scarcely  mean  that  persons  with  incomes  of  this  size  have  correspondingly  lower  in- 
comes; to  a  large  extent  it  demonstrates  that  sodi  persons  have  placed  their  invest- 
ments hi  hxms  such  that  under  the  Constitution  the  income  is  free  from  die  federal  tax. 

To  remedy  this  condition  of  affairs  the  Committee  makes  two  suggestions,  in  the 
alternative.  The  first  suggestion  is  that  the  higher  rates  of  surtax  should  be  reduced, 
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Reduction  in  High  RaiM         In  our  present  rates  of  tax  upon  the  income  of  individuals  there 

is  an  evil  of  great  public  consequence.  This  is  the  effect  of  the  ex- 
ceedingly higih  rates  of  surtax  upon  persons  with  large  income.  Quite 
apart  from  tihe  interests  of  persons  with  such  inamies,  these  rates 
are  causing  serious  public  detriment,  in  that  they  are  not -producing 
revenues  for  the  government  in  the  amount  that  should  be  expected 
and  they  are  causing  diversion  of  capital  from  the  country's  in- 
dustries. With  large  amounts  of  securities  outstanding  from  agencies 
of  such  a  nature  that,  under  present  law,  the  interest  is  free  from 
federal  income  tax,  certain  of  the  present  surtaxes  are  so  high  as  to 
result  in  the  taxpayer  shifting  much  capital  from  investments  in  in- 
dustrial and  ccunmercial  activities  to  diese  tax-free  securities.  The 
amount  of  diese  securities  outstanding  has  been  increasing  by  large 
amounts.  Bearing  in  mind  that  the  purpose  of  taxation  is  to  produce 
revenue,  the  Committee  recommends  that  the  high  surtaxes  should 
be  so  readjusted  as  to  be  more  revenue-producing  or  that  a  reduction 
in  the  present  rates  over  and  above  a  full  revenue-producing  rate 
should  be  made  on  that  part  of  the  income  which  is  saved  and  in- 
vested in  taxable  securities  and  maintained  in  that  kind  of  investment 

Bsenptions  The  Comttuttec  has  noticed  the  situation  which  arises  by  reason 

of  the  existence  of  large  amounts  of  securities  the  interest  on  which 
is  now  free  from  federal  income  taxes.  Such  securities  as  arc  already 
outstanding  have  certain  equities  attaching  to  them,  and  respecting 
the  exemption  of  their  interest  there  should  accordingly  be  no  change 

State  and  Mimicipal  Sc-    in  the  law.   Moreover,  as  the  Supreme  Court  decided  in  June  that 

the  Sixteenth  Amendment  to  the  Constitution  does  not  extend  the 
federal  taxing  power  to  any  subject  earlier  excepted,  it  would  seem 
that  future  issues  of  bonds  by  states  and  their  subdivisions  cannot  be 
made  subject  to  federal  income  taxes  so  long  as  the  Constitution  re- 
mains in  its  present  form.  That  this  should  be  the  situation  with 
respect  to  future  issues  causes  us  regret,  as  the  existence  of  an  in- 
creasing body  of  securities  the  interest  on  which  is  free  from  federal 
tax  will  afford  means  for  having  income  free  from  federal  tax.  As 
to  other  future  issues  the  Committee  wishes  to  record  its  strong  con- 

Recommendation  VlCtiOU,  and  reconunends  that  there  should  be  no  exemption  of  any 

future  issues  the  income  from  which  may  lawfully  be  made  subject 
to  tax.  This  recommendation  is  made  irrespective  of  tfie  source  of 
the  issue, — i.  e.,  whether  the  source  is  the  federal  government  or  some 
agency  such  as  a  federal  farm  loan  bank. 

Interest  fttm  ifor^i^         Questions  of  exemption  arise  in  other  ways.    For  example,  it 

has  been  suggested  that  the  interest  upon  an  individual's  holdings  of 
mortgages  upon  improved  real  estate  should  be  exempted  from  in- 
come tax,  in  order  that  larger  amounts  of  money  may  be  attracted  into 
this  form  of  investment  However  pressing  the  current  need  for 
more  housing,  the  Committee  believes  that  the  desirability  of  uni- 
formity in  taxation,  and  of  prevention  of  an  increase  in  the  burden 
of  nation  in  other  directions  to  compensate  the  loss  in  revenue  from 
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and  the  reduction  should  be  to  a  point  such  that  persons  who  have  lart^e  incomes  will 
have  less  inducement  to  shift  their  investments  into  forms  free  from  federal  taxation 
and  also  that  persons  with  large  incomes  who  have  already  made  changes  will 
tranter  their  investments  bade  to  taxable  forms.  Thtis»  die  aggregate  ot  la^  in- 
comes upon  which  the  federal  tax  falls  woidd  be  increasiBd,  and  the  federal  revenoe 
inxB  this  source  would  be  proportionatelj'  enlarged. 

Because  of  the  diverse  elements  which  will  appeal  to  a  taxpayer, — and  the 
proposal  to  obtain  more  revenue  by  reducing  surtax  rates  necessarily  depends  for  it^ 
success  upon  appeal  to  the  taxpayer,  who  has  the  decision  as  to  whether  he  will  place 
his  investments  in  taxables  or  nontaxables, — the  revenue-producing  point  which  the 
Committee  mentions  is  difficult  to  indicate.  It  may  be  pointed  out,  however,  that  in 
order  to  keep  5%  for  himself  a  taxpayer  with  net  income  of  $50,000  must  receive 
6.41%  from  a  security  the  income  from  wliich  is  subject  to  the  present  federal  tax; 
in  order  to  keep  5%  a  taxpayer  with  an  income  of  $200,000  must  receive  10.10%  from 
such  a  source.  It  would  seem,  therefore,  that  for  the  purpose  the  Committee  has  in 
mind  Ac  surtaxes  would  have  to  be  xeduced  at  least  to  die  rate  now  applicable  upon 
an  income  of  $50,000.  Of  the  total  of  such  an  income  the  present  law,  through  both 
normal  and  surtaxes,  takes  18%.  The  surtax  on  income  between  $48,000  and  $50,000 
is  23%.  It  will  be  noticed  that  even  this  surtax  may  be  too  high  for  the  purpose  in 
view;  in  fact,  some  students  think  the  surtax  cannot  go  higher  than  20%,  thus  mak- 
ing the  whole  tax,  normal  and  surtax,  upon  amounts  over  forty-four  diousand  dollars 
28%.  Changes  in  the  surtax  rates  on  incomes  over  $50,000  would  affect  die  taxes  paid 
bv  about  15,000  individuals  who  in  the  aggregate  receive  about  one-tenth  of  the 
taxable  net  personal  income  in  the  country  and  who  now  pay  ^proximately  54%  of 
the  entire  yield  of  the  tax  on  personal  incomes. 

The  Committee's  alternative  suggestion  is  that  surtaxes  should  be  reduced  in  the 
manner  discussed  above,  but  only  upon  the  portion  of  an  individual's  income  that  is 
saved.  In  other  words,  thtt  is  a  modification  of  the  first  suggestion.  At  ibc  same 
time,  die  Committee  apparently  means  to  suggest  that  reduction  of  the  surtax  rate 
on  account  of  savings  should  accrue  to  the  advantage  of  all  taxpayers,  and  not  merely 
those  whose  incomes  are  so  large  as  to  be  reached  by  the  higher  rates.  Similarly,  in  the 
first  suggestion  the  Committee  would  seem  to  contemplate  a  reg^rading  of  the  lower 
surtaxes  to  ibt  rate  at  the  "revcnuei>roducing  point,"  this  regrading  being  made 
with  a  view  to  increases  in  die  present  bwer  mt^,  m  accordance  widi  die  attitude 
o(  die  Committee  expressed  on  page  8. 

In  principle,  the  proposal  for  reduction  of  surtaxes  on  savings  is  not  altosrether 
desirable.  It  is  opposed  to  the  essential  theory  of  income  taxation. — that  all  income 
should  be  subject  to  tax  in  accordance  with  ability  to  pay  and  regardless  of  the  dis- 
position which  is  made  of  the  income.  Any  abatement  of  die  tax  upon  die  part  of 
die  inoHne  that  is  saved  makes  a  higher  tax  upon  the  portion  which  is  used  for  livii^ 
expenses  and  in  other  necessary  directions,  as  well  as  any  portion  used  in  extravagant 
ways.  Consequently,  the  tendency  of  the  Committee's  suggestion  is  to  chano;e  the 
character  of  the  income  tax  to  the  extent  in  which  the  abatement  is  given;  for  to  the 
degree  of  the  discrimination  against  income  that  is  spent  there  is  in  effect  a  ooasunq>- 
tion  tax. 

The  Committee's  proposal  as  to  saved  income,  it  will  be  noticed,  would  limit 
relief  only  to  savings  invested  in  taxables.  It  can  be  argued  that  the  same  inducement 
to  thrift  should  be  given  through  extension  of  the  relief  to  investments  in  nontaxables. 
which  for  many  persons  of  small  income  include  Liberty  bonds.  Such  an  extension 
would  help  the  market  for  such  bonds. 

It  can  be  argued  diat  the  end  desired  by  the  Committee  can  be  better  attained 
in  another  way, — i.e.,  by  complete  rearrangement  of  income-tax  rates.  After  long 
years  of  experience,  England  uses  a  high  normal  rate  with  moderate  surtaxes,  and 
enlarges  or  diminishes  its  revenues  chiefly  by  changing  the  normal  rate.  The  advantage 
of  this  course  from  the  Treasury  point  of  view  is  that  the  normal  tax  reaches  all  tax- 
able income,  whereas  die  surtaxes  at  best  touch  only  a  part  Tlufoug^  normal  tax 
En^and  has  recendy  been  collecting  88%  of  its  whole  revenue  from 
income  tax.  Its  full  normal  rate,  reached  upon  income  exceeding  $12,- 
500.  has  been  30%  and  its  surtaxes  5  to  22y2% :  the  number  of 
persons  showing  large  taxable  incomes  has  been  increasing,  under  the  English  tax. 
Our  procedure  has  essentially  been  directly  opposite.  Instead  of  looking  diiefly  to  altera- 
tions in  the  normal  rate,  we  have  relied  largely  upon  changes  in  surtax  rates  to  obtain 
more  re\'enues.  with  the  result  that  we  have  placed  some  of  the  surtax  rates  at  heights 
where  thev  defeat  the  very  purpose  of  taxation.  Upon  the  normal  tax  we  have 
depended  for  only  25%  of  our  income  from  individual  income.    The  percentage 
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such  ezmiptionSy  outweigh  the  argumeats  which  have  been  brought 
forward  in  favor  of  the  exemption.  A  recent  enactment  of  Congress 
permitting  certain  exemptions  from  income  and  excess-profits  taxes 

for  shipping  companies  should  not  be  taken  as  a  precedent  but  should 
rather  be  repealed. 

In  another  field  there  are  requests  for  exemption  that  rest  upon 
difierent  grounds.  These  requests  are  made  upon  behalf  of  Ameri- 
cans who  reside  abroad  and  receive  income  froni  their  business  activ- 
ities in  odier  countries*  Under  existing  law  an  American  citizen 
residing  abroad  is  subject  to  the  American  income  tax  as  to  income  he 
derives  from  activities  or  investments  wholly  outside  the  United 
States.  Double  taxation  is  avoided  through  a  provision  in  the  law 
that  if  income  or  profits  taxes  have  been  paid  abroad  they  may  be 
deducted  from  the  tax  levied  by  our  law. 

It  may  be  true  that  such  an  American  citizen  has  more 
frequent  occasion  than  his  fellow  citizens  at  home  to  utilize  the 
special  facilities  of  our  government,  but  this  circumstance  would 
seem  to  be  offset  by  the  disadvantages  under  which  he  is  placed  in 
competing  in  business  with  citizens  of  other  countries.  Citizens  of 
the  country  where  an  American  is  resident  may  not  be  subject  to 
corresponding  taxes.  Besides,  citizens  ol'  some  other  countries,  like 
England,  are  not  subject  to  taxes  upon  income  which  they  derive 
from  activities  in  foreign  countries  where  they  are  resident.  Having 
in  mind  the  principles  which  should  be  followed  in  taxation  and  also 
the  business  situation  of  citizens  who  take  employment  or  enter  upon 
business  enterprise  in  a  foreign  country,  the  Committee  recommends 
that  American  citizens  resident  abroad  should  not  he  subject  to  in- 
come tax  in  the  United  States  upon  income  derived  from  emplov- 
ment,  business  activity,  or  investment  in  a  foreign  country,  except  as 
to  amounts  remitted  to  the  United  States. 

A  question  arises  as  to  American  corporations  which  are  in  a 
position  that  is  substantially  comparable  and  especially  as  to  such 
corporations  as  operate  in  countries  which  do  not  have  adequate 
legislation  for  local  incorporation  of  suteidiary  comp^es.  There 
is  a  difference,  however,  between  such  companies  and  the  persons  to 
whom  the  last  recommendation  refers;  for  the  companies  are  resident 
in  the  United  States.  On  this  point  of  residence  the  British  courts 
have  worked  out  a  distinction  between  companies  incorporated  under 
the  laws  of  England  and  controlled  from  the  United  Kingdom  and 
ccmipanies  which  have  their  principal  offices  elsewhere.  The  latter 
are  subject  to  the  British  income  tax  only  upon  remittances  to  the 
United  Kingdom.  A  similar  point  of  view  has  never  been  taken  in 
the  United  States  with  respect  to  companies  incorporated  under  the 
laws  of  the  various  states,  and  even  in  England  the  recent  Income 
Tax  Commission  has  proposed  some  limitations  upon  the  practice  of 
having  British  companies  controlled  outside  the  United  Kingdom 
free  from  British  taxes.  Taking  into  account  the  different  situation 
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of  total  income  taken  by  the  tax  in  England  rises  steadily  until  it  reaches  52^  on 
amounts  over  $5,000,000,  whereas  in  the  United  States  the  percentage  is  light  on  the 
smaller  incomes  but  rises  sharply  to  a  maximum  of  71%.  The  revenues  from  income 
tax  could  be  inoreased  in  the  United  States,  and  at  the  same  time  die  larger  jnoonm 
could  in  pracdoe  be  made  more  productive  of  revenue  to. die  federal  fptyvermneat^  if  our 
income  taxes  were  readjusted  upon  die  Briti^  principle. 

There  are  some  reasons  for  exemptions  from  taxation  by  the  fed-  Ta«  Bxeaption 
eral  government. 

The  Committee  opposes  exemption  of  future  issues  of  bonds  of  the  federal  govern- 
ment and  of  such  agencies  as  farm-loan  banks.   Such  exemption  has  become  traditional 

in  the  United  States,  and  exists  to  a  p:reatcr  or  less  extent  as  to  interest  upon  all  out- 
Standing  federal  obligations,  including  those  issued  during  the  war  with  Germany. 
The  practice  of  the  federal  jro\ernment  is  siipported  by  at  least  three  considerations. 
The  exemption  saves  the  government  the  cost  of  collection  of  tax  upon  the  interest, 
being  tantamount  to  a  widiholding  of  the  tax  at  the  source;  if  the  gqvemment  pays 
out  interest  and  dien  proceeds  to  get  part  of  it  back  as  a  tax  it  incurs  unnecessary  cost 
and  usually  loses  a  part  of  the  tax.  Exemption  enables  the  government  to  sell  its  issues 
with  a  lower  cost  for  interest  charjzes.  As  the  states,  because  of  difficulties  with  the 
inequalities  of  the  general  property  tax,  have  an  added  reason  to  issue  their  securities 
upon  a  tax-exempt  basis,  and  interest  on  their  bonds  cannot  in  any  event  be  mside 
subject  to  federsd  income  tax,  die  federal  government  would  have  to  compete  with 
states  and  municipalities  upon  an  unfair  basis  if  it  did  not  attach  tax  exemption^  to 
its  bonds.  It  may  be  added  that  tax  exemption  of  federal  issues  is  less  objectionable 
than  of  state  or  local  issues,  since  the  federal  government  by  exempting  an  issue  of  its 
own  distributes  the  resulting  burden  over  tlie  whole  country.  Thus,  it  can  be  ai^cd 
Asit  exempdon  of  farm-loan  bonds  placed  a  corresponding  burden  upon  the  whole 
country  for  the  benefit  of  agriculture  throu:j;hout  the  Uod,  and  that  the  national 
interest  in  promotion  of  agriculture  warrants  this. 

Although  the  Committee's  recommendations  respecting  income  tax  rates  might 
make  more  mone}-  available  for  mortgages  upon  real-estate  in^>rovcments,  it  can  be 
urged  diat  diis  will  not  be  enough  and  that  there  is  the  same  reason  for  an  exempdon 
of  interest  on  mortgages  upon  city  dwellines  as  has  been  suggested  abo\  c  whh  respect 
to  farm-loan  bonds.  There  may  be  said  to  be  a  national  emer^:ency  in  huusinsi,  lar^zel\ 
due  to  drainage  of  funds  from  the  mortgage  market  through  the  operation  of  the 
present  federal  surtaxes  on  income,  and  that  the  nadonal  interest  rciiuires  an^  exemp- 
tion here  to  make  adequate  housing  posuble.  The  national  interest  in  promotion  of  a 
privatdy  owned  and  operate!  merchant  marine  may  likewise  support  the  exemptions 
from  excess-profits  tax  now  "riven  bv  law  to  net  earnintrs  of  American  shipping  com- 
panies, and  to  frains  from  sales  of  ^■cssels  bousrht  before  1914,  upon  condition  that  an 
amount  at  least  equal  to  the  tax  upon  earnings  and  the  whole  proceeds  of  sale  are 
invested  in  building  new  vessels  in  American  yards; 

A  citizen's  obligation  to  do  his  part  in  supporting  his  govern-   Americans  Abroad 
ment  exists  regardless  of  his  place  of  residence  and  the  source  of  his 
income. 

So  far  as  American  citizens  are  concerned,  their  liability'  to  pay  income  tax 
made  absolute  under  the  present  law.  It  is  immaterial  where  they  reside  or  carrv 
on  the  business  or  employment  from  which  their  income  arises.  Ubiis  accords  widi 
the  essendal  principle  of  income  taxadon,  e^iecially  when  careful  provision,  such  as 
our  law  contains,  makes  allowance  for  taxes  paid  elsewhere.  Against  exempdon  in 
this  case  much  the  same  reasons  weigh  as  against  exemptions  in  other  directions. 

Such  an  exemption  as  in  proposed  may  work  injustice  as  between  citizens.  _A 
merchant  on  the  American  side  of  the  Mexican  border  mav  be  subject  to  heaykr 
taxes  dian  a  merchant  a  short  distance  away  on  die  Mexican  side.  An  American 
trading  from  the  United  States  to  a  foreign  country  may  be  subject  to  heavier  taxes 
dian  an  American  who  resides  abroad  and  trades  in  American  goods.  The 
exemption  may  even  have  something  of  the  efEect  the  Committee  finds  in  nontaxable 
securities,  in  diat  it  may  lead  some  citizens  to  withdraw  their  rerid^ice  and  didr  in- 
vestments from  die  United  States  during  a  period  of  heavy  taxatbn. 

Amounts  of  income  remitted  to  the  United  States  should  not  be  taxed  here,  if  die 
Ccmunittee's  main  proposal  is  accepted,  and  dwy  have  been  assessed  widi  substantial 
inocmie  taxes  abroad. 
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in  the  United  States,  and  the  importance  of  having  no  discrimina- 
tion among  American  companies  in  their  operations  abroad,  the  Com- 
mittee believes  that  there  should  be  no  attempt  to  exempt  any  com- 
panies incorporated  in  the  United  States. 

In  another  respect  our  present  law  should  be  changed,  in  order 
that  it  may  not  prove  an  obstacle  to  normal  business  transactions  or 
produce  results  so  inequitable  that  they  c  annot  have  been  intended. 
Saks  of  property  of  different  kinds,  which  if  consummated  would 
have  contributed  to  increased  business  activity,  have  been  prevented 
because  all  of  the  increment  in  value,  often  not  a  real  increment 
but  a  paper  change  because  of  alterations  in  the  value  of  money, 
would  have  been  taxed  as  income  in  the  year  of  the  transaction.  Sales 
here  in  question  are  not  by  dealers  in  such  property,  but  by  persons 
or  corporations  that  would  be  transforming  capital  assets.  In  order 
to  remedy  the  situation  which  has  existed,  the  Committee  recom- 
mends diat  profits  arising  from  the  sale  of  capital  assets  should  be  al- 
located pro  rata  over  the  period,  since  March  i,  1913,  in  nohich  they 
were  earned,  and  should  be  taxed  at  the  rates  of  the  years  in  ^hich 
they  ivere  earn  ed. 

As  the  law  now  stands  it  produces  important  consequences  in 
business  operations  through  which  no  real  gain  or  loss  accrues. 
These  results  follow  from  the  provisions  about  exchanges  of  propert\'. 
When  property  is  received  in  exchange  for  other  property,  gains  or 
losses  arc  now  estimated  according  to  market  prices,  and  if  securities 
arc  involved,  and  a  person  receives  in  exchange  a  face  value  greater 
than  he  gave,  there  is  a  computation  of  gain  on  the  excess  in  accor- 
dance with  market  values.  It  is  proper  that  there  should  be  adequate 
safeguards  against  evasion  of  tax  through  simulated  exchanges  which 
in  fact  are  sales  through  which  profits  are  realized.  These  safe- 
guards need  not  be  of  such  a  nature  as  to  hamper  legitimate  business 
processes  when  one  asset  is  merely  substituted  for  another,  and  they 
should  not  lead  to  computation  of  paper  profits  to  the  enhancement  of 
the  revenues  or  of  paper  losses  to  the  detriment  of  the  ^vemment 
Having  in  mind  these  considerations,  the  Committee  rec<wnmend« 
that  in-  an  exchange  of  property  of  a  like  or  similar  nature  it  should 
be  assumed  there  is  merely  a  replacement  in  the  course  of  which  no 
gain  or  loss  occurs. 

When  the  Revenue  Act  of  1918  was  under  consideration  Con- 
gress made  provision  for  adjustments  on  account  of  losses  which  ac- 
crued before  January  i,  1920.  This  date  was  apparently  chosen  on 
the  assumption  that  in  the  interval  business  would  return  to  an  ap- 
proximately normal  basis.  One  of  the  provisions  allows  a  taxpayer 
to  present  to  the  Commissioner  of  Internal  Revenue  a  net  loss  sus- 
Uined  by  him  in  business  in  the  taxable  year  of  1919  and  have  such  a 
loss  deducted  from  the  net  income  shown  upon  his  return  for  1918, 
with  a  redetermination  of  the  tax  for  1918.  A  second  provision  per- 
mits a  similar  readjustment  in  the  event  that  thci«  was  before  Jan- 
Continued  on  page  22 
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Increments  in  value  of  capital  assets  do  not  in  any  sense  consti-  iwrwiwnt*  ia  v^m 
tute  income  and  accordingly  should  be  wholly  free  from  income  tax. 

The  Committee  in  effect  takes  the  position  that  advances  in  value,  when  realized, 
constitute  income,  but  that  they  should  be  prorated  over  the  period  during  which 
ihe  advance  occurred,  or  since  1913,  and  the  portion  so  allocated  to  each  year  taxed 
at  the  rate  in  effect  for  that  year.   This  is  in  effect  the  provision  made  by  a  bill  which    H,  R,  1H9S 
is  supported  by  the  Treasury  Department,  has  passed  die  House,  and  mass  cmne  before 

die  Senate  during  die  present  session.   The  bill  deals  with  "extraordinary  income'*    fctrooniAHinr  /hcmm 

received  in  any  year  for  personal  services  extending  over  at  least  three  years  or  from 
sale  of  capital  assets  held  for  at  least  three  years;  it  extraordinary  income  exceeds  20% 
of  the  taxpayer's  gross  income  for  the  year,  the  taxpayer  has  the  option  of  prorating 
it  and  paying  tax  accordingly.  The  bill  in  some  respects  resembles  existing  law  in 
die  case  of  oil  wclb,  mines,  etc 

Both  the  Committee's  reconmiendation  and  the  bill  are  wrong;  in  principle,  in  ^r^fsenfie  ImcSised 
that  increment  from  sale  of  a  capital  asset  should  not  be  subject  to  any  income  tax. 
The  bill  is  also  erroneous  in  requiring  that  such  an  asset  must  have  been  held  for  at 
least  three  years;  so  long  as  it  is  a  capital  asset,  and  not  a  thing  in  which  the  taxpayer 
deals  as  a  trader,  it  should  be  immaterial  whether  it  had  been  held  ten  minutes  or 
ten  years.  Under  an  income  tax  no  part  of  capital  ^ould  be  taken  under  the  guise  of 
a  "gain."  Only  a  capital  tax  should  reach  increments  in  value  of  capital  assets,  and 
the  federal  government  cannot  constitutionally  levy  a  capital  tax  unless  it  is  appor- 
tioned among  the  states, — a  condition  which  by  general  agreement  makes  such  a  tax 
impossible. 

Under  the  Committee's  recommendation  the  government  would  continue  to  LeveU 
levy  tax  upon  capital  by  reason  of  incresises  in  price  levels.  For  no  other  reason  a  piece 
of  real  estate  costing  $10,000  in  1913  may  now,  without  diange  in  any  other  condi*  ♦ 
tion,  sell  for  $15,000;  it  may  have  been  the  taxpayer*s  home,  which  he  wishes  to  sell 
merely  that  he  may  buy  a  duplicate  house  elsewhere ;  yet,  he  is  required  to  pay  income 
tax  on  $5,000.  That  the  amount  of  tax  may  be  decreased  does  not  make  the  tax  any 
less  objectionable  in  principle.  An  oil  man  or  miner,  who  has  discovered  and  developed 
a  property,  gets  a  concession  under  existing  law,  whidi  limits  the  surtax  upon  *^rofits" 
from  a  sale  to  20%  of  the  selling  price,  regardless  of  the  relation  of 
this  20*^-  to  the  amount  of  "gain."  A  man  who  mav  have  held  stock  for  years  with- 
out a  dividend  cannot  sell  without  payinj:  a  considerable  part  of  anv  "gain"  in  income 
tax.  A  company  holding  capital  assets  which  have  increased  in  market  price,  as 
measured  by  present  money  v^ues,  cannot  liquidate  without  severe  cost  to  the  stodc- 
holders. 

The  policy  appearing.in  the  present  law  Is  partly  offset  by  a  provision  allowing 
deduction  of  losses  which  are  incurred  in  capital.    So  long  as  the  policy  of  the  present 

law  is  continued,  the  provision  respectins:  losses  should  be  kept,  hut  if  the  law  were 
so  amended  as  clearly  to  define  capital  and  income,  and  exclude  from  liability  to  income 
tax  increments  to  capital,  the  deduction  of  losses  from  income  should  be  stopped. 

Exchanges  of  property  cannot  be  permitted,  without  resulting  5w*«n««« 
gains  or  losses  for  purposes  of  taxation,  and  die  Way  not  be  opened  for 
evasions  and  for  inequity  as  among  taxpayers. 

An  income-tax  law  cnnnot  mnke  fine  distinctions.    It  has  to  use  rather  jrcnern! 
tests.   Thus,  the  market  value  at  the  time  a  piece  of  property  is  received  in  exchange 
is  the  best  test  yet  found.    Unless  such  a  test  is  used,  and  tax  assessed  accordin2:ly, 
'exchanges  of  property  might  be  used  to  a  considerable  extent  in  avoidiI^;  taxation. 

Distinctions  such  as  would  have  to  be  drawn  under  die  Committee's  recommen'^ 
tion  are  illustrated  in  the  recent  report  of  the  British  Commission  on  the  Income  Tr\\ 
The  Commission  took  the  position  that  the  owner  of  a  dwelling  house  which  he  oc- 
cupied should  not  be  subject  for  income  tax  on  any  **profit"  when  he  sells  after  a 
number  of  years,  but  that  his  neighbor,  who  invested  in  a  remdenoe  purely  for 
his  chances  of  gain  in  selling  it,  should        tax  accordingly.    At  the  same  time,  the 
Commission  found  it  impossible  to  devise  a  rule  which  could  be  embodied  in 
statute  and  sugg:estcd  that  in  each  case  the  distinction  he  drawn  by  administrative 
authority.    Decision  in  such  a  way  about  matters  of  this  kind  is  even  more  objection- 
able, from  some  points  of  view,  than  present  American  law. 

^  Continued  on  page  23 
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uary  i,  1920,  a  substantial  loss  resulting  from  , any  material  reduction 
in  the  value  of  the  inventory. 

The  industrial  readjustment  to  which  Congress  looked  forward 
when  it  enacted  these  provisions  has  in  large  measure  been  delayed 
beyond  the  date  fixed  in  the  law.  The  rigidity  caused  in  the  law  by 
inclusion  of  other  precise  dates,  such  as  October  31,  1918^  as  the 
earliest  date  on  which  a  taxable  year  could  begin  if  a  net  loss  were  to 
be  a  cause  for  redetermination  of  tax,  has  already  led  to  hardship 
and  inequity  in  individual  cases,  and  probably  these  instances  cannot 
now  be  remedied.  There  will  be  more  numerous  instances  in  which 
losses  will  occur  in  1920,  and  these  instances  fall  clearly  within  the 
purpose  Congress  had  in  miod.  Accordingly,  the  Committee  recom- 

Rec^^wwt^Hation  mends  that  net  losses  and  inventory  losses  in  the  present  and  future 

taxable  years  should  be  deductible  from  net  income  in  the  preceding 
taxable  year,  with  appropriate  redetermination  of  taxes. 

Final  Dctennination  Under  the  present  law  there  are  some  conditions  which  the 

Treasury  Department  is  helpless  to  remedy  and  which  are  sources 
only  of  harassment  to  the  public.  As  the  Secretary  of  the  Treasury 
has  said,  no  matter  how  conscientious  .the  taxpayer  may  be,  he  never 
knows  when  he  is  through.  Every  time  an  old  ruling  of  Treasury  of 
ficials  is  changied,  his  return  may  be  revised  and  some  new  assessment 
made.  The  Secretary  recommends  that  Congress  should  authorize  the 
Treasury  to  reach  a  final  determination  of  any  tax  or  assessment  and 
that,  if  accepted  by  the  taxpayer,  it  should  be  final,  unless  there  was 
fraud.  For  the  same  reason,  the  Secretary  suggests  that  when  the 
Treasury  itself  makes  a  new  ruling,  the  ruling  should  not  be  retroac- 
tive and  cause  a  reopening  of  old  cases.  Finally,  he  suggests  that  it 
is  only  right  that  the  statute  of  limitations  which  allows  suit  only 
within  five  years  under  the  law  of  1918  should  be  made  applicable 
to  the  earlier  laws,  too.  In  these  recommendations  the  Committee 
wholly  concurs. 

Adminisiftttive  Reform  Changes  of  a  much  more  fundamenial  nature,  however,  should 

at  once  be  made  in  the  provisions  of  law  under  which  the  income  tax 
is  assessed  and  collected.  Because  of  the  necessities  of  the  govern- 
ment for  revenues,  there  was  acquiescence  during  the  war  in  a  form 
of  procedure  which  ran  counter  to  our  traditions  respecting  taxation 
and  to  the  spirit  of  a  great  principle  incorporated  in  die  Constitution. 

Due  Process  of  Law  The  Constitutional  prohibition  against  a  taking  of  property 

without  due  process  of  law  does  not  mean  that  the  amount  to  be  paid 
by  any  taxpayer  is  to  be  decided  in  the  courts  before  he  responds  to  a 
proper  assessment.  That  might  lead  to  intolerable  postponement  of 

Orderly  Tax  AOadtdstmr   the  government's  revenues.  It  does  mean^  however,  that  before  any 

person  is  required  to  pay  a  tax  upon  income  the  amount  of  tax  he  is 
to  pay  should  be  finally  detemiined  dirough  an  orderly  procedure  of 
return  of  taxable  income  to  the  government,  ascertainment  by  a 
proper  oiBcial  of  the  amount  of  tax  that  is  due,  and  an  opportunif}- 
for  the  taxpayer  to  be  heard  respecting  the  amount  of  the  assessment. 
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Readjustment  of  taxes  on  account  of  losses  will  to  a  serious  ex-  inventory  and  Net  Losses 
tent  cause  uncertainty  in  the  gjovernment's  revenues. 

The  taxes  payable  in  1920,  including  llic  installment  due  on  December  15,  are 
assessed  upon  net  income  of  1919.  The  Committee's  proposal  is  that  if,  after  die  dose 
of  1920»  for  example,  a  taxpayer  finds  he  had  no  net  income  for  1920,  or  that  althou^ 

liavJng  a  net  income  he  sustained  losses  on  inventory  after  paying  taxes  by  reason  of 
inventory  gains  in  the  preceding  year,  he  may  have  the  taxes  he  paid  on  account  of  1919 
redetermined  in  such  a  way  as  to  take  into  account  these  losses  of  1920. 

The  provision  allowing  such  redetermination  of  taxes  for  1918  was  inserted  in  die 
law  for  the  purpose  of  preventins  hardships  in  the  event  of  a  period  of  severe  read- 
justment following  immediately  after  the  war.  Limitation  of  the  relief  to  1919  was 
therefore  justified.  Such  readjustments  in  business  conditions  as  have  occurred  in  1920 
have  been  delayed  a  sufficiently  long  time  to  allow  preparations  to  meet  them.  To 
cxtoid  tfc«  oppmtunitf  for  ledctennination  of  taxes  would  umetde  the  government's 
financial  program,  and  possibly  cause  imposition  of  heavier  taaees  on  other  income^  in 
order  to  awhe  good  the  loss  to  the  ffmsnunent  in  revenue. 

So  far  as  the  proposal  is  advanced  as  a  proper  check  upon  taxation  of  "paper" 
profits,  a  better  remedy  would  be  an  adequate  definition  of  taDOme  in  Ae  la^v,  and 
avoidasice  oif  tax  upon  anydiing  out  of  winch  the  tax  cannot  in  fact  be  pud. 

It  may  be  argued  that  the  Committee  goes  farther  than  is  necessary  to  afFord  the  ImmtOffy  Lomn 
equitable  relief  it  has  in  mind.  If  inventory  losses  do  not  result  in  net  losses  for  the 
business  in  the  current  year,  it  may  be  said  that  inventory  losses  should  not  be  a  cause 
for  relief.  Certainly,  provision  for  redetermination  of  taxes  in  accordance  wiA  in- 
vmtory  losses  vHUl  cause  a  great  deal  of  administrative  work,  for  whidi  die  sovem- 
ment  will  have  to  provide  Urge  staff;  for  it  will  mean  that  for  such  a  year  as  1920 
there  will  have  to  be  computations  for  practicallv  every  taxpayer  in  whose  business 
inventory  is  a  material  factor.  Even  as  to  net  losses  it  can  be  argued  that  taxes  should  , 
be  paid  upon  results  of  business  in  1910,  regardless  of  results  in  1920,  since  taxpayers 
largely  had  it  in  their  own  power  to  realize  upon  didr  1919  profits. 

The  Committee's  proposal  for  the  delay  of  payment  until  after  a— estmmt 
final  determination  of  the  tax  due  would  cause  unnecessary  postpone- 
ment of  the  government's  revenue. 

As  the  income  tax  has  now  been  in  use  for  almost  eight  years,  and  it  is  assessed 
according  to  well-known  methods^of  accounting,  there  has  been  so  much  experience 
on  the  part  of  taxpayers  that  they  can  with  irreat  accuracy  determine  for  themselves 
the  amount  of  tax  they  should  pay.  The  difficulties  which  have^  arisen ^  have  been 
almost  entirely  ascribabie  to  the  excess-profits  tax,  which  the  Cocnmittee  diinb  should 
be  repealed.  Since  die  taxpayer  is  able  to  determine  closely  his  own  tax,  it  is  ap- 
propriate he  dundd  make  payment  in  accordance  with  his  own  determination,  and 
subject  tn  subsequent  ofHcial  review.  Any  other  procedure  will  tend  to  increase  costs 
to  the  government,  and  to  postpone  the  receipt  of  its  revenues. 

The  Committee's  recommendation  might  mean  Aat  payment  of  taxes  by  large 
taxpayers  would  be  considerably  postponed.  Any  final  determination  of  the  tpx  to  be 
paid  by  a  large  business  may  require  months  of  investigation.  If  the  Bureau  of  In- 
ternal Revenue  had  been  provided  with  sufficient  staff,  properly  decentralized,  to  make 
its  basic  determinations  for  each  taxpayer  in  the  earlier  years  of  our  present  law,  such 
postponement  might  not  be  necessary.  Accordingly,  such  a  proposal  as  the  Committee 
makes  mi^t  be  delayed  unttt  the  govemment's  administration  of  taxes  based  on  net 
ineome  can  become  cnrmit 

Even  in  Entjland,  where  the  general  princqile  of  the  Committee's  proposal  is 
used,  the  revenue  authorities  may  cause  additional  assessments  within  three  years 
and,  on  the  ground  that  under-assessment  is  usually  due  to  some  error  or  omission  by 
the  ta\pn\er,  the  recent  Britisli  Income-Tax  Commission  xecoimnended  the  period 
should  be  l^igdiened  to  six  years. 

Continued  on  page  25  ,   ► 
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This  is  the  methodical  course  which  has  been  worked  out  throup-h 
centuries  of  -experience.  When  the  successive  steps  have  been  com- 
pleted, the  taxpayer  must  respond  to  the  assessment.  For  further  op- 
portunity to  have  errors  corrected  he  may  be  required  to  go  to  die 
courts. 

Ftresoit  Skwijm  Under  our  present  law,  which  was  formulated  to  meet  the  gov- 

ernment's exigencies,  the  taxpayer  has  to  make  payment  of  a  tax 
which  he  assesses  upon  himself  and  then  wait  for  years, — under  the 
law  he  may  have  to  wait  for  five  years,— to  see  if  the  taxing  officials 
difTer  with  his  conclusions  upon  the  facts  respecting  his  income  and 
either  grant  him  a  rebate,  without  so  much  as  interest  for  the  time 
his  money  has  been  at  the  government's  use,  or  levy  upon  him  addi- 
tional assessments  in  heavy  amounts,  perhaps  after  such  an  interval 
of  time  that  his  whole  situation  has  changed.  In  other  words,  the 
present  law  places  the  taxpayer  in  the  jeopardy  against  which  he 
should  be  safeguarded. 

It  is  axiomatic  in  business  that  method  and  order  pay,  whereas 
confusion  and  uncertainty  are  costly.  For  the  advantage  of  the  gov- 
ernment, therefore,  as  well  as  for  the  proper  safeguarding  of  tax- 

Rccomattudatiott  payers'  interests,  the  Committee  recommends  that  income  tax  should 

not  in  any  instance  be  payable  until  the  amount  'which  is  due  has  been 
officially  ascertained  and  assessed,  with  opportunity  for  the  taxpayer 
to  be  heard,  and  the  amount  so  assessed  should  be  subject  to  revision 
only  in  cases  of  fraud.   The  United  States  should  not  now  have  dif- 

British  Practice  ficulty  in  instituting  a  proper  procedure.    Even  during  the  war 

England  adhered  to  the  principles  which  this  Committee  is  now  rec- 
ommending. 

Administrative    Deccn-         It  will  be  noticed  that  the  Committee's  last  recommendation 
traiixation  would  necessitate  responsibility  in  taxation  officials  throughout  the 

country.  Such  responsibility  on  the  part  of  an  official  or  agency 
before  which  a  taxpayer  can  appear  without  undertaking  a  journey  to 
Washington,  either  personally  or  by  attornev,  is  essential  if  sub- 
stantial rights  of  taxpayers  are  not  to  be  denied.  To  obtain  considera- 
tion of  views  with  respect  to  positions  taken  by  minor  officials,  tax- 
payers now  have  to  make  such  a  journey.  Respecting  any  contested 
point,  examining  officials  refer  the  taxpayer  to  their  superior,  in  the 
district,  who  proves  to  have  no  real  powers  to  deal  with  questions  of 
principle. 

This  condition  of  affairs  should  be  ended.  A  taxpayer  should 
not  have  to  abandon  his  rights  because  of  the  difficulties  in  the  way  of 
asserting  them.  He  should  in  his  own  district  have  an  opportunity 
to  state  his  case  and  have  it  decided  on  its  merits,  subject  only  to 
appeal.  Moreover,  he  should  be  able  to  have  the  decision  rendered 
from  an  impartial  source;  for  officials  charged  with  collection  of  the 
revenues  inevitably  lean  in  their  decisions  toward  the  government, 
X9S  U.  S.  397  althouErh  it  is  a  legal  maxim  that  *Vhen  the  construction  of  a  tax  i? 

doubtful  the  doubt  is  to  be  resolved  in  favor  of  those  upon  whom  the 
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If  the  excess-profits  tax  is  repealed,  deceairalizatioQ  of  admin*  PcccotfHntion 
istration  will  be  neither  necessary  nor  desirable. 

Without  the  excess-profits  tax,  the  federal  taxes  based  on  income  will  be  com- 
paratively simple  in  administration.  Although  England  has  developed  a  system  of 
decentralized  administration  under  central  supervision,  the  extent  of  the  United 
Kingdom  is  small,  as  compared  to  the  United  States.  Corre^nding  decentralization 
Inre  would  add  greatly  to  the  cost  of  administration,  and  it  would  tend  to  in^>air  the 
advantage  of  uniformit}'  in  application  of  the  law  that  comes  from  the  present  arrange- 
ment of  a  large  and  expert  sta£E  at  Washington  passing  upon  ail  substantial  questions 
of  principle  and  distributing  its  decisions  quickly  both  to  its  local  representatives  and 
to  die  public. 

For  purposes  of  collection  of  taxes  that  are  assessed,  the  country  is  already  PnmaU  DutrictB 
divided  into  districts,  each  in  charge  of  a  collector  and  each  with  branch  offices 
throughout  its  area.  As  has  been  indicated  above,  these  branch  offices  bring  the  total 
of  load  offices  above  300.  Attached  to  these  offices  are  more  than  7,000  employees* 
this  field  ''force"  bein^  additional  to  tbe  5,000  ei^diiyees  of  tiw  Bumni  of  Intnaal 
Smnue  at  Waahiogtmu 

Even  with  the  personnel  now  employed,  dw  district  offices  are  not  at  present 
suitable  to  assume  any  important  rc^xmdbility  in  connection  widi  determination  of 
taxes.  Any  changes  in  organization  or  duties  for  the  part  of  the  administration  already 

decentralized,  and  any  provision  of  organization  for  further  decentralization,  should 

at  least  be  postponed  until  there  can  be  very  thorough  study  by  such  a  body  as  a  per-    /neoMS  Tux  C^mmiaaum 

manent  commission  devoted  to  ascertaining  the  facts  about  administration  of  taxes 

upon  Income  and  respecting  the  effects  of  different  rates  and -different  provisions  of  law, 

making  reports  to  Congress  of  the  facts  it  ascertains.    Such  a  commission  has  been 

created  in  connection  with  taxes  upon  imports.   All  of  the  reasons  which  led  Congress 

to  create  the  TarifF  Commission,  for  authoritative  determination  of  the  facts  in  order 

that  Congressional  and  public  attention  might  be  centered  upon  polic>',  support  the 

creatiMi  of  a  federal  income-tax  commission,  and  with  greatly  augmented  force;  the 

inonae  tax  is  now  a  more  importam  source  of  revenue  dian  the  timlL 

In  connection  with  the  Committee's  recommendation  that  a  taxpayer  should  Local  AppealB 
have  locally  an  opportunity  for  Impartial  decision  of  questions  he  raises,  there  mi^ht  be 
difficulties.  For  example,  respecting  a  concern  with  branches  or  subsidiaries  it  mi^ht 
be  necessary  to  decide  where  an  ap^>eal  was  to  be  heard. — i.  e.,  whether  at  the  place 
where  the  central  offices  are  situated  and  perhaps  far  distant  from  the  points  of  actual 
operation  or  at  the  place  wbere  the  operations  are  conduced  pivinij  rise  to  the  question. 
This  illustration  of  p-actic^l  difficulties  mav  serve  to  indicate  that  reasons  against  too 
preat  local  intervention  in  incMne-tax  matters  are  even  more  persuasive  in  the  United 
States  than  in  England,  where  the  recent  Income-Tax  Commission  reported  diat  the 
present  efficiency  of  the  B'-ftish  pdministration  was  made  possible  only  by  considerable 
deviation  from  the  origintd  British  syston  of  local  consideration  of  income^ax  question. 

Conditions  such  as  have  been  outlined  in  the  last  paragraph  suggest  that  it 
may  be  impracticable  to  develop  in  the  United  States  any  form  of  loc^  impartial 
decision  upon  income-tax  questions.  With  the  repeal  of  the  excess-profits  tax  the  im- 
portance of  sucli  questions  will  be  greatly  diminished.  Besides,  the  income-tax  is 
peculiarly  a  national  tax.  It  should  be  administered  in  such  a  way  that  the  s:ime 
question  is  settled  in  the  same  way  in  every  part  of  the  country.  In  England,  appeals 
from  assesanents  on  income  arising  in  course  of  business  come  before  officials  who 
travel  on  drcuit  to  hear  cases,  but  have  a  central  office  in  London.  From  their  deci- 
sions tax  payers  may  take  an  appeal  to  the  courts.  These  officials  travelling  circuit  to 
hear  appeals  are  experts  in  the  interpretation  and  application  of  the  income-tax  law. 
Notwithstanding  their  official  position  they  are  accordingly  in  a  better  position  to 
reach  correct  conclusions  than  persons  who  lack  their  training  and  experience.  In- 
stitution of  a  similar  arrangement  for  having  responsible  and  experienced  officials 
travel  circuit  in  the  United  States,  conducting  hearings  locally  for  tax  payers  who  wish 
decision  upon  their  problems,  mieht  better  meet  Amerirnn  requirements  than  the  Cnm- 
mittee's  proposal,  which  has  some  similarity  to  the  boards  of  referees  used  in  England 
only  in  connection  with  the  excess-profits  law.  These  boards  of  referees,  even  in  con- 
nection with  the  excess-profits  tax,  dealt  not  so  mudi  with  particular  cases  as  Mntli  ques- 
tions of  general  app^'cation  to  a  class, — sudi  as  tile  normal  earaii^  of  a  idnd  of 
business  in  t}ie  period  before  the  war* 
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tax  is  sought  to  be  laid."  The  Coounittee  believes  that  the  purposes 
it  contemplates  can  be  accomplished  without  any  impairment  of  a 
proper  central  control  from  Washington  and  therefore  recommends 
Recommendation  that  the  administration  of  the  federal  income  taxes  should  be  de- 

centralized and  there  should  be  provision  for  impartial  consul^raiion  , 
of  questions  between  tk^^qvemment  and  taxpayers. 

The  OMnmittee's  proposal  is  tfiat  in  each  territorial  district  of 
the  country,  such  as  die  federal  reserve  district,  panels  should  be  set 
up  of  men  who  may  be  selected  by  the  taxpayer  and  the  government 
to  act  as  arbitrators  upon  any  question,  with  the  taxpayer  bearing  the 
costs.  Such  a  provision  respecting  costs  will  prevent  wholly  trivial 
points  from  being  raised.  The  decision  of  such  a  board  should  be 
final,  unless  appealed  to  a  board  at  Washington,  This  board  at  Wash- 
ington should  be  independent  of  the  Treasury  Dquirtmeiit 

•SPECIAL  COMMITTEE  ON  TAXATION 

*R.  G.  Rhett,  Chairman^ 
Arthur  Anderson. 
R.  G.  Elliott, 

♦John  H.  Gray, 
Fred  R.  Fairchild, 

J.  Laurence  Laughlin. 

Thomas  B.  Stearns. 
*Hamilton  Stewart, 

*  Ernest  W.  Stix. 

*  Messrs.  Rhett,  Gray,  Stewart,  and  Stix  dissent  from  the  Committee*s  second 
recommendation  appearing  on  page  14,  and  set  out  their  views  ia  a  minority  report 
printed  at  page  27.  Mr.  Stewart  also  diaoents  from  the  first  veeoBmi^idation  appear- 
m  page  14. 
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Corporate  Iocmm  Tut 

The  majority  of  the  Committee  recommoid  diat  die  present  ^ 

corporate  income  tax  should  be  discontinued  and  with  respect  to 

dividends  each  shareholder  himself  should  pay  the  normal  tax,  as 
well  as  the  surtaxes,  to  which  he  is  subject  in  view  of  the  entire 
amount  of  his  net  income.  We  cannot  join  in  this  recommendation, 
because  it  would  seem  to  cause  considerable  loss  in  revenues. 

S<»ne  decrease  in  revenue,  to  be  sure,  would  follow  adoption  of 
die  Committee's  recommendation,  in  so  far  as  stockholders  would 
individually  be  subject  to  lower  normal  rates  than  die  present  rate 
of  corporate  income  tax.  These  are  not,  however,  the  losses  we  have 
in  mind.  We  refer  to  losses  that  would  occur  in  practice,  because 
'information  at  the  source"  is  not  operating  today  in  a  manner  which 
would  warrant  its  substitution  for  withholding  at  the  source  in  such 
an  important  extent  as  has  been  proposed  by  the  Committee.  The 
overburdened  staff  of  the  Bureau  of  Internal  Revenue  has  not  been 
able  to  utilize  extensively  die  returns  of  information  ¥^ich  are  made 
under  existing  law.  To  expect  diem  now  to  examine  and  check  re- 
turns of  information  from  hundreds  of  thousands  of  corporations, 
with  the  largest  having  as  many  as  130,000  stockholders,  is  to  set  a 
task  which  is  incapable  of  accomplishment  for  present  administrative 

staff.  The  Committee's  proposal  should  be  considered  only  when  the   Methodical  Adniaistnip 
arrears  of  administration  on  account  of  war  taxation  have  been 
cleared  away  and  the  government's  operations  in  administering  taxa* 
don  can  be  placed  upon  a  mediodical  and  current  basis. 

The  inequities  which  are  cited  for  small  shareholders  have  not  ^Bmct  Sacke  Tm 
appeared  so  considerable  to  us  as  to  die  odier  members  of  die  Com- 
mittee. Even  if  there  were  no  disagreement  on  diis  point,  we  wish  to 

observe  that  the  so-called  corporate  income  tax  is  only  in  part  a  form 
for  withholding  the  normal  tax  at  the  source.  It  is  also  in  part  a  tax 
upon  the  right  to  do  business  in  the  corporate  form,  in  this  respect 
being  a  continuation  of  taxation  which  began  in  1909.  The  differ- 
ential of  2%  in  the  income-tax  rate  for  corporations  over  the  normal 
rate  for  individuals  would  seem  to  make  this  clear.  Rraioval  of  this 
differential  alone,  as  is  contemplated  by  the  Committee  as  an  incident 
to  its  proposal,  would  mean  a  loss  in  revenue  of  more  than  $100,000,- 
000  a  year. 

Even  if  the  essential  feature  in  the  proposal  of  a  majority  of   Con^ction  at  s«we  wlifc 

the  Committee  were  adopted,  it  would  not  seem  necessary  to  substitute 
"information  at  the  source"  for  ^'collection  at  the  source."  There 
would  be  much  advantage  in  having  corporations  withhold  the  nor- 
mal tax  and  pay  it  to  the  government,  with  a  provision  in  the  law 
which  would  permit  each  shareholder  who,  by  reason  of  the  size  of 
his  entire  inomie,  is  wholly  or  pardy  exempt  f  rmn  the  nomial  rate  to 
present  to  the  govemm«it  his  claim  for  a  refund  supported  by  a  dis- 
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closure  of  the  facts  about  his  income.  Through  such  a  plan  losse? 
through  evasion  and  incomplete  use  of  returns  of  information  would 
be  checked  and  there  would  be  the  decided  advantage  found  in 
England,  in  that  for  the  sake  of  the  refund  many  persons  who  have 
been  escaping  taxation  would  come  forward  and  make  voluntary 
declarations. 

R.  G.  Rhett. 
John  H.  Gray. 

Hamilton  Stewart. 
Ernest  W.  Stix, 


&(cnoir  9.  If  before  the  cxpinitioa  ot  45  ^7* 
from  the  date  the  pan^et  was  sent  oat  votea  repre- 
waaiag  more  than  twO'^ds  of  the  voting  ftrcogtii  of 
the  offaniastfioD  mtmberihip  are  r^tered  in  favor  of 
the  propOMtkxis  submitted  or  any  of  them,  the  Sec- 
retary Aall  hmnediately  certify  that  fact  to  die  Board 
of  Directors.  Thereupon,  the  propositions  10  approred 
dkall  be  recorded  as  having  been  adopted  by  the  Cham- 
ber and  it  shall  be  the  duty  of  the  Board  of  Directors 
to  take  such  steps  as  may  be  uocmssry  to  make  effec- 
lire  the  acdoo  taken. 


If  at  tfie  expiraticm  of  45  days  one-diird  of  the  vot- 
mg  strei^  of  the  Chamber  has  hem  recorded  and 
two-thkds  of  the  vote  thus  cast  repreaenting  at  least 
twenty  (20)  states  is  in  favor  of  the  propositions  sub- 
mitted or  any  of  them,  the  Secretary  shall  so  certify  to 
the  Board  of  Directors.  Thereupon  tiie  propoeition  so 
approved  shall  be  recorded  as  having  been  adopted  by 
the  Chamber  and  it  shall  be  the  duty  of  the  Board  to 
make  effective  the  action  taken. 


SECTION  10.  On  a  question  submitted  to  refer- 
endum no  organization  member  found  to  have  voted 
widi  the  minority  shall  be  deemed  to  impair  its  stand- 
ing m  tiiis  Chamber  by  adhering  to  its  position  or  by 
centtnuing  its  efforts  in  support  thereof. 


S«cnoN  II,  Upon  approval  by  the  Coundl  or 
Board  of  Directors  a  number  may  be  permitted  by 
petition  to  ^ace  upon  tfie  pn^rram  for  consideration 
at  tiie  ammal  meeting  a  question  which  has  not  been 
mibmttted  in  advance  by  mail  as  hereinbefore  provided 
for,  but  such  a  question  shall  not  be  considered  if  one- 
third  of  the  delegates  present  object  thereto,  and  its 
ttAcnisskm  by  mail  as  herembef ore  provided  for  dnll 


be  ordered  oa  tiie  recording  of  a  twKHhirda  Mte  in 
£avor  of  tiiat  method  of  prooedare. 


SacTzoN  12.  ACTION  AT  MEBTINa  (a)  On 
all  questions  before  a  meding  of  this  Qiamber  on 
which  a  vote  is  taken  viva  vooe^  or  by  diviaioii,  cadi 
duly  accredited  dd^ate  from  an  organization  member 
diall  be  entitled  to  one  vote  in  person.  A  jea  and 
nay  vote  may  be  ordered  on  any  question  upon  demand 
of  one-f onrth  of  the  ddcgates  present  ofBdalty  re^ 
scnting  sudi  CM'ganization  members  and  on  sudi  badlot 
only  the  votes  of  said  members  shall  be  oountcd.  On 
all  yea  and  nay  votes  each  organization  member  shall 
be  entitled  to  as  many  votes  as  there  are  ddegatcs 
present  representing  said  member,  subject  to  the  pro- 
visions of  Article  VI,  Section  3.  All  yea  and  nay  votes 
shall  be  fully  recorded  and  puWishod  in  the  proceed- 
ings. An  affirmative  vote  of  two-thirds  shall  be  neces- 
sary to  carry  the  approval  of  the  Chamber  of  Com- 
merce of  the  United  Sute*  of  America  upon  any  prop- 
osition or  resolution  which  may  a^apear  upon  the  official 
program  or  be  added  thereto  as  provided  for  by  thcae 
By-Laws:  Prozndfd.  That  such  a  vote  shall  be  void 
and  of  no  effect  unless  the  attendance  registered  at  the 
meeting  shall  represent  one-third  of  the  vodng  atraegih 
of  the  Chamber  from  at  least  twenty  (20)  4al«. 


(b)  The  list  of  questions  to  be  considerad  st  mcb 
annual  meeting  shafl  be  mailed  to  each  msroker  at 
least  30  days  in  advance  of  such  meetit^. 

(c)  No  question  shall  be  received  from  an  orgsfli- 
zation  member  for  jaibmission  to  the  Chamber  aS 
annual  meeting  within  40  days  of  the  dat«  •#  arid 
annual  meeting,  except  in  case  of  emergency  wd  mI«s 
by  a  two-thirds  vote  of  the  Board  of  Directoffi. 


